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Momentum and Weight Pulling 
meg of our publishing schedule 


and the attendance of most of us 
concerned at the Annual Meeting in Re- 
gina, these notes must necessarily be pre- 
pared before the meeting and they can- 
not, therefore, include any report of the 
proceedings. It may be possible, how- 
ever, to find space elsewhere in this issue 
for some brief comment in serious or 
light vein. The reports presented to, and 
decisions made at, the meeting will be, 
as usual, published in the Year Book 
and we feel sure that they will make 
most interesting reading particularly for 
those who do not, through memberships 
in Dominion or Provincial Committees, 
participate actively in the affairs of the 
Association and the constituent Insti- 
tutes. 


To this writer, one of the most inter- 
esting developments over the past dec- 
ade has been not so much that which has 
been accomplished but the manner in 
which it has been done. New subjects 
to be studied, new ventures entered into, 
new awakening of the fields of endeavour 
open to us have resulted in the forma- 
tion of numerous committees and each 
Institute has appointed committees, under 
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the supervision of members of its Coun- 
cil, the rank and file of which have been 
drawn from the members at large, who 
previously had limited opportunity to be 
of service. In many cases these Provin- 
cial Groups make their findings available, 
through their Councils, to similar com- 
mittees of the Association, the members 
of which are drawn from the several 
provinces but who are not necessarily 
members of the similar Provincial com- 
mittees. The result is that the reports 
presented to the Annual Meeting now 
represent fairly the thinking of many 
members representing a good cross-sec- 
tion and, as such, carry a momentum (the 
quantity of motion in a moving body as 
measured by the product of its mass and 
velocity) not likely to be seriously check- 
ed until the objective is reached. Mo- 
mentum, of course, is not easily obtained. 
To give a mass velocity requires an im- 
pulse and a constant pressure resulting 
from an incentive. Over the years of our 
organization, the incentives of our place 
in the community and our responsibilities 
to the community have been seen in the 
distance by the relatively few. Their con- 
stant pressure has resulted in increased 
numbers making the profession their vo- 
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cation; and the proportion of those who 
have realized their responsibility to 
strengthen the principles of the Associa- 
tion and to widen its field of endeavour 
is highly satisfactory. 


It is necessary that everyone in the 
mass pull his weight in order to acquire 
real momentum. We have among our 
members many who have offered them- 
selves for service and done yeoman work. 
We have many more who have real ca- 
pacity for service to the Association who 
have not received a call and are shy to 
put themselves forward. The end in 
view is to continually widen the circle 
upon which demands are made. In this 


way we can best further our aims and 
achieve our purposes. 


Examinations 


UR students, and our members who 

may enjoy nostalgia, will be inter- 
ested in the article “Preparing for Exam- 
inations” published anonymously in this 
issue. Its writer, a successful candidate 
in recent years, is afflicted with modesty 
and has requested that his name do not 
appear on it. What impresses the writer 
of this editorial note is his methodical 
and almost brutal approach. The idea is, 
apparently, to wade into action on many 
fronts and to so decimate the problem 
that each bit and piece left is capable of 
easy handling. ‘Divide and Conquer”, 
but make sure that within the overall 
strategy, which must be sound, your local 
tactical approaches are based on reason 
and experience. 


We commend this Article for the fact 
of its having been written, for its pre- 
ciseness and for its reference to other 
similar analyses and suggestions. Years 
and years ago, we did not have the ad- 
vantage of a treatise such as this. We 
did, however, have in our mind the mat- 
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ter of “familiarity”. Through stress of 
circumstances and lack of organization 
and rules, to say nothing of a consider- 
able amount of laziness and a desire to 
keep our evenings free for our baser pur- 
poses, we found ourselves in early Sep- 
tember with all but four or five lessons 
of the last two years’ courses to write. 
We thereupon settled down to work, and 
with the aid of two weeks’ leave without 
pay just prior to the examinations, we 
completed and handed in all the neces- 
sary lessons, the last half dozen of them 
being mailed just before the sessions 
commenced. You may have read of the 
United States Oympic runner who gets 
a fast start and then floats! Well, we 
floated for the six days of the examina- 
tion because we had such experience in 
the quick approach to the problems. 

It is recalled that our Queen’s lessons 
continued to come back to us for some 
time after the examination results had 
been announced and, with some shame, 
we now confess that one of them was 
returned with a note that it had a familiar 
ring to the instructor. That was true, 
but he did not know that it was a joint 
effort to begin with. The sequel to this 
tale is that a few years later, while as- 
sisting the University in the correction 
of lessons, we corrected the same paper 
basely copied by a student to whom our 
collaborator had loaned our material for 
tutorial, but not for reproduction, pur- 
poses. We did not disclose our anonym- 
ity but merely copied the previous note 
that the submission had a most familiar 
ring to the instructor. We quote from 
the article, ‘“The first time a boxer en- 
gages in a regular fight, he cannot expect 
to be on the same footing with an ex- 
perienced ring-wise opponent”. 


With our contributor, we wish all our 
students good luck in the coming exam- 
inations. 














Our Bread and Butter Note 


WING to the exigencies of the print- 
ing trade the contents of each issue 
of this magazine are supposed to reach 
the printer's hands one month in advance 
of publication day. Usually we're very 
good at this, and our relations with the 
printer have in consequence been most 
congenial. It is therefore with some 
trepidation, but nevertheless with an un- 
alterable resolve, that we risk his wrath 
by sending him the paragraphs which you 
are now reading more than two weeks 
after the deadline! The urge to express 
appreciation to our professional brethren 
in Saskatchewan for the truly fine An- 
nual Meeting which they arranged for us 
in Regina is, however, irrepressible. 
Succeeding issues of this magazine will 
contain a full report of the important 
addresses which were delivered at the 
Convention, and of the other serious 
activities. To our charming hosts, how- 
ever, who contributed so much to making 
the idler moments pleasurable, an ex- 
pression of our thanks can neither be too 
early nor too fulsome. Perhaps our train- 
ing and our nature rather inhibits us in 
the last-mentioned respect, but these lines 
bespeak our capacity in the former — 
even at the risk of being greeted with 
frowns rather than smiles by our print- 
er. But he'll soon get over it, and it 
will be a long time before we get over 
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The International Bureau of Fiscal Documentation 
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Regina, with its Room 109, its Barn 
Dance and the heartwarming hospitality 
of our hosts — and hostesses. 


Canadian Chartered Accountants 
Recognized By British Board of Trade 


ve Secretary of the Dominion Asso- 
ciation of Chartered Accountants has 
been notified by Mr. L. C. Bentley, an 
official of the Insurance & Companies 
Department of the British Board of 
Trade, that the Board are prepared to 
authorise members in good standing of 
the constituent Institutes of the Domin- 
ion Association of Chartered Accountants 
to be appointed auditors of British com- 
panies in pursuance of section 161(1) 
(b) of the British Companies Act, 1948. 

Authorisation will not, however, be 
accorded to any person unless and until 
he produces evidence that in the absence 
of such authorisation he is prevented 
from undertaking audit work which he 
could otherwise undertake (i.e. of a pub- 
lic or non-exempt private company). 

Any member of a constituent Institute 
of the Dominion Association of Char- 
tered Accountants who desires authorisa- 
tion for appointment as auditor of a 
British company other than an exempt 
private company may obtain an applica- 
tion form from the Secretary of the Do- 
minion Association, 10 Adelaide Street 
East, Toronto 1, Ontario. 


The International Bureau of Fiscal Documentation has recently issued the 





INCE the Second World War, there 
has been a noticeable tendency to re- 
establish and extend International Rela- 
tions, with great importance attached to 
economic problems. The difficulties to 


following pronouncement, to which the attention of our readers is directed. 


be surmounted are numerous, and of 
these, the fiscal aspect especially is of the 
greatest interest. 


Commercial life, for instance, must 
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take into account the fiscal problems in 
two ways:— 


1. Fiscal Law abroad must be known 
and understood. 


2. Up-to-date information must be 
available regarding double taxation 
which can exist in consequence of 
the different kinds of international 
commerce. 


The latter problem is urgent in view 
of the enormous increases in taxes in 
most countries, both during and after the 
War. It is not surprising therefore, that 
experienced economists have been study- 
ing the problem for a long time. 


Without going into details of the im- 
portant work done by The League of 
Nations, The International Chamber of 
Commerce and other institutions, we 
wish to draw attention to the fact that 
The International Fiscal Association was 
founded at the Hague shortly before the 
War. A branch of this Association, en- 
titled The International Bureau of Fiscal 
Documentation, has been founded at 
Amsterdam, under the direction of Prof. 
P, J. A. Adriani, (University of Amster- 
dam). This Bureau is a scientific insti- 
tution that will collect, in one centre, all 
kinds of data about taxes in every coun- 
try of the world. For this purpose, con- 
tacts have already been made with official 
institutions and fiscal experts in many 
countries. The Bureau is also working 
in co-operation with other scientific in- 
stitutions. 


The results of the Bureau's investiga- 
tions are available to all who are inter- 
ested. Inquiries can be made by anyone 
about special questions upon payment of 
a small fee. (Advice, however, cannot 
be given). Members of the Bureau have 
the advantage of special privileges. 


In a general way too, The International 
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Bureau of Fiscal Documentation will give 
enlightenment by means of publications. 
Up to now these have been restricted to 
the Journal, “Bulletin for International 
Fiscal Documentation”, (Publisher L. J. 
Veen, Amsterdam), which is printed 
partly in English and partly in French 
running to about 450 pages a year. 

The subject matter is discussed system- 
atically under the following headings:— 

I. General review of new fiscal legis- 
lation. 

II. General review of new fiscal juris- 
diction, if of international im- 
portance. 

General review of new fiscal liter- 
ature. 


Ill. 


IV. Review of the treaties and conven- 
tions concluded between several 


states. 
. Contributions relative to compara- 
tive fiscal law. 
VI. A list of the new acquisitions of 
the Bureau’s library. 
A dictionary of fiscal law in 4 
languages. 
Review of the subjects on which 
the Bureau has given information. 
Information published by the In- 
ternational Association for Public 
Finance and Fiscal Law. 
Documents concerning fiscal legis- 
lation. 


VII. 
VITI. 


IX. 


X. 


In this way, the Bureau tries to con- 
tribute, both scientifically and practically, 
towards the restoration of world econ- 
omy. It accomplishes this task under 
great difficulties, one of the chief being 
the current monetary restrictions. The 
Bureau therefore appeals to all who are 
capable of doing so, to support it, both 
by subscribing to the ‘‘Bulletin” and sup- 
plying material of importance for inclus- 
ion in the documentation. 


Preparing For Examinations 


Advice to the Candidate on What to Do on the Eve of the 
Examinations — Preliminary Planning — Practising Papers 
Answering a Question — Timing — Miscellaneous Hints 


BY A SUCCESSFUL CANDIDATE C.A. 


N about six weeks time the 1948 

examinations will begin. Perhaps many 
candidates are trying to decide just what 
to review, and just how to go about 
making the best use of the remaining 
few weeks. In this article I shall ex- 
plain some of the methods of prepara- 
tion for the final examination which 
proved successful in my case. Of course 
it does not follow that these procedures 
will be suitable for everyone, as each 
candidate will have methods of his own 
that work best for him. However, some 
of the ideas presented may be of help 
when planning your own approach to 
the examinations. First, we shall con- 
sider the use to be made of the time 
available, and second, what procedures 
are helpful when tackling the examina- 
tions themselves. 


PRELIMINARY PLANNING 


Because the time remaining prior to 
the examinations is so limited, it will 
be advisable to determine the number 
of hours you will have available for 
study, and to prepare a list of the work 
to be done. Then the time can be al- 
lotted systematically. 


Budget Time Available 
The time that will be available can 


readily be calculated by referring to a 
calendar and totalling up the number of 
days and evenings that will be free. They 
should then be converted into hours. In 
order to keep fresh, a little time must 
be allowed for relaxation. Do not plan 
on working very late at night as one 
cannot assimilate difficult points or pol- 
ish techniques when tired. The exam- 
inations are a strenuous contest, and you 
should be in tip-top condition when they 
begin. Therefore, relaxation is most 
important prior to the examinations. 
Under ideal conditions only a light re- 
view to refresh one’s memory should be 
planned for the last one or two weeks, 
and the last weekend should be left free 
for rest. 


What to Study? 


After the time budget has been com- 
pleted the next task is to list the items 
to be studied. Unfortunately, it is not 
easy to decide exactly what subjects you 
need to study most, since a person does 
not always know where his weaknesses 
lie. However, I tackled this problem 
in two phases as follows: 

1.) By looking over the lessons to 


note general coverage and where I had 
obtained low marks on the problems; 


125 





126 


2.) By preparing an analysis of prior 
examination papers and calculating the 
percentage of marks assigned to the ques- 
tions on each subject. 

Lists were prepared of the subjects re- 
quiring further study. 


Review of Lessons 

Lessons on specialized subjects can be 
passed by quickly, provided you studied 
them properly when they were taken 
during the course. However, as there 
is always a slight risk that a major ques- 
tion may be asked on one of them, you 
must decide for yourself whether you 
should take a chance. Usually a lack of 
time will make this necessary. Of course 
if you know absolutely nothing about the 
subject a study of the key points would 
be prudent. 


Analysis of Examinations 

My analysis of previous examination 
papers covered ten years, which may be 
more than you have time for. Do not 
spend more than one, or perhaps two, 
evenings on this analysis. Those items 
which appeared very infrequently need 
not be listed for further study. This is 
a reasonable gamble, provided you have 
done a good measure of general reading 
during the year. If you have not, it is 
rather late to start now, but perhaps the 
bulletins of the American Institute of 
Accountants on Accounting and Auditing 
procedures would be a good choice. 
They not only give rulings, which are 
followed in the U.S.A., on important 
controversial points but, and this is most 
valuable, also explain the reasoning fol- 
lowed in arriving at the treatment recom- 
mended. Usually any important subject, 
which has been missed the previous year, 
is likely to be covered in the current 
year’s papers. 

The study necessary to analyze prev- 
ious year’s papers will also acquaint you 
with the type of questions asked. How- 
ever, there is a danger in relying too 
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much on this. The form of examinations 
seems to be changing somewhat, as is 
evident from the appearance of some ob- 
jective type questions in the 1947 audit- 
ing papers, and by the announced change 
in the Accounting III paper. This paper 
will now cover certain Dominion Statutes 
including the Income Tax Act. Try to 
obtain the details of the probable con- 
tent from your Institute. 


Allotment of Time 

The lists showing the coverage of les- 
sons and papers should be reviewed and 
your choice made of subjects to study. 
Bear in mind both their frequency in the 
examinations and your weaknesses. Re 
member that in your review you should 
not attempt to learn every minor point 
but rather to make sure you are familiar 
with the principles of each important 
subject. It is too late now to start learn- 
ing detail, although you may have time 
to refresh your memory on some subjects. 
This can best be done by rapid reading 
during the last two weeks. 


The question ‘What should I do in 
the time available for study?’ must 
have careful consideration. 


PRACTISING PAPERS 


The obvious methods of studying the 
subjects chosen do not require elabora- 
tion. Instead the main message I have 
to convey to you is the importance of 
practising examination papers. This con- 
stitutes the main part of this article and 
the reasons for its importance will be 
enumerated. As much time as possible, 
after providing for the essential review- 
ing, should be devoted to answering 
questions. The completion of answers to 
two sets of examination papers and a 
scrutiny of several other years is the min- 
imum desirable. 

The practising of examination ques- 
tions, and of papers as a whole, has the 
following objectives: 











(1) to become familiar with writing 


examinations, 

(2) to find out where you need to 
improve, 

(3) to learn the best way to tackle 
each type of question, 


(4) to develop a definite method of 
utilizing the time available to the 
best advantage. 

Now to deal with each objective in turn. 
Familiarity 

Your practising must be done under 
examination conditions if the desired 
benefits are to be obtained. This neces- 
sitates restriction of the time taken to 
that allowed in an examination room and 
completion of the answers in a form suit- 
able for submission to an examiner. To 
start with, attempt one question at a sit- 
ting. Later take four hours at a stretch 
and answer a complete paper. The first 
time a boxer engages in a regular fight, 
he cannot expect to be on the same foot- 
ing with an experienced ring-wise oppon- 
ent. Similarly when the actual test comes 
you do not want to be having a novel 
experience. Instead, you should be in 
customary surroundings answering ques- 
tions which you know from past exper- 
ience just how to handle. And you 
should have some familiarity with inten- 
sive four hour sessions. 


Weaknesses 

The second objective includes finding 
out what types of problems you have 
difficulty in answering properly in the 
time available; learning in what subjects 
your knowledge is weak; and picking up 
incidental facts and minor points useful 
in the examination room. Your answers 
should be checked with the published 
solutions reprinted from The Canadian 
Chartered Accountant. By marking them 
severely you will have some idea as to 
how well you can expect to do. Un- 
fortunately, only a few solutions are pub- 
lished for auditing papers and some ad- 
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ditional way to check your answers must 
be found. Discussing problems that you 
find difficult with successful candidates is 
recommended. A previous silver medal- 
list helped me considerably in this man- 
ner. If you have developed methods of 
expressing answers clearly and concisely 
during the course you will be rewarded. 
If you have not, some attention to this 
point now will be advisable. 


In order to obtain proper coverage 
you should review as many complete sets 
of papers as possible. Read over the 
examination questions which you did not 
have time to attempt under examination 
conditions and when you come to a ques- 
tion which you are not sufficiently fam- 
iliar with, draft a rough answer. Check 
this with the published solutions to make 
sure that you understand the key points 
involved. Note carefully any subtle 
points brought out in the solution. This 
procedure should help you to find out 
where you are weak, but be careful, as 
there is a likelihood that you will get 
a false sense of security if you check 
your answers too casually. This method 
of review used on its own has of course 
only a limited value, as the development 
of techniques of answering and timing 
is not aided. Detailed procedures to be 
followed in meeting the third and fourth 
objectives are given below under 
“Answering a question” and “Timing”. 

Examiners have said that many fail- 
ures are due, not to a lack of knowledge, 
but rather to a lack of skill in putting 
down one’s knowledge properly in the 
time available. The necessary skill can 
only be developed by practice. Here is 
a reality that must be faced. Extensive 
practising of papers was the main reason 
for my success in the examinations. 


ANSWERING A QUESTION 


The third objective mentioned above 
is to learn the best way to tackle each 
type of question. While the ideal in an 
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examination is to answer all the ques- 
tions correctly and completely, perhaps 
the practical objective is to do the best 
possible, in the time available, with the 
knowledge you have. The procedure I 
found to work best was to read the 
questions three times with a specific pur- 
pose in mind each reading. The first was 
to see what the question was all about, 
to get a general idea of the nature of 
the problem. The second was to as- 
similate the main parts of the question 
and to decide on the general plan or 
form the answer should follow. The 
third was to pick out the difficult or de- 
batable points and to decide on the 
answers to them. Fewer or more read- 
ings may be required depending on how 
hard and long the question is. 

Now to enlarge upon the points to be 
dealt with at each reading. Bear in mind 
when considering the following instruc- 
tions, that the details of the procedure 
for an essay type answer are different 
from those for a statement type answer. 
First Reading: 

Usually the requirements should be 
read first, underlining the key words in 
red pencil. Decide exactly what the ex- 
aminer wants. You must be on the right 
track from the start in order not to lose 
time doing unnecessary work. Preparing 
anything that is not required will not 
earn marks. 


Second Reading: 

Underline in red pencil the key words, 
dates and figures. Determine what are 
the important factors in the question. De- 
cide on the point of view your answer 
is going to take. Determine, for example, 
what line your recommendations will fol- 
low and what reasons you are going to 
give to support them. Note mentally 
the sequence of steps to be followed or 
make a broad plan showing the main 
sections required. Check this before con- 
tinuing. Get the key points correct and 
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you will be sure of the majority of the 
marks for the question. 
Third Reading: 

Consider the finer and trickier points, 
The answer to these can be jotted down 
with black pencil either on the question 
itself or on a rough work sheet. Cal- 
culate, for example, any adjusting jour- 
nal entries required and post them to the 
trial balance in the question; or fill in 
the sub-items in each section of your 
broad outline and check to see that they 
are complete and in the proper order. 
Be systematic during this stage and take 
care to avoid thoughtless errors. Do not 
rush into the actual writing of the answer 
before you are ready. 


Actual Writing 

Now begin the actual writing of the 
solution. Because the groundwork has 
been laid, all the puzzling done and the 
plan clearly outlined in your mind, the 
solution can be rapidly completed. How- 
ever, restrict your speed sufficiently to 
eliminate careless errors and to ensure 
legibility. Do not expect to write a 
perfect answer, just concentrate and work 
hard. Fill in the minor details as you 
go along. Try to apportion the time 
available evenly, in accordance with the 
importance of each section. Even if you 
do make a few minor slips or omissions 
a good mark is still probable. If there 
is sufficient time later you can read over 
the answer to correct errors, improve the 
presentation and polish the English. 

Sometimes you will find it possible to 
carry the main content of the shorter 
questions in your mind after two or three 
readings. If you can do this, you need 
not refer to the question again whilst 
writing out the answer. This not only 
saves time but also seems to produce a 
smooth uninterrupted flow of ideas which 
results in a clear and well formed answer. 


Difficult Examinations 


Most of the examinations will seem 
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difficult if you are doing a good job. 
The only one that seemed easy to me 
turned out to be my worst paper by about 
twenty marks! If the entire paper seems 
easy, the reason may be that you are 
missing many points. On the other hand, 
you must avoid reading into questions 
complications and difficulties which are 
not there. The point is that when a 
paper seems easy, this should be regarded 
as a warning to take care and make 
sure that you are doing a thorough job. 


A systematic approach is necessary to 
produce the best results. You must learn 
by experience what methods suit you best, 
and practise them until they become auto- 
matic. You will then be free to con- 
centrate on the problems themselves and 
to keep your mind occupied entirely with 
the content of the answers required. 
Working hard will reduce nervousness 
by keeping you too busy to worry about 
how well you are doing. Working sys- 
tematically will save time and reduce 
errors due to carelessness or over-con- 
fidence. The key to the successful ap- 
proach lies in doing the planning before, 
not after, starting to write out the answer. 


TIMING 


The fourth objective when practising 
papers is to develop a definite method 
of utilizing the four hours available to 
the best advantage. Proper timing not 
only helps to complete the paper but also 
controls the allotment of the time so that 
the best use will be made of it. The 
method I used requires the following 
procedures. 

Choose Sequence 

The first five minutes in the examin- 
ation room should be used to choose the 
sequence in which the questions are to be 
answered and to allot a “‘standard” time 
for each question. Scan the questions 
rapidly and decide which can be done 
the most quickly in terms of minutes per 
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mark. The nature of the questions and 
your knowledge of the subjects must be 
considered. The questions should be at- 
tempted in order of “quickness”, with 
one exception. A question worth from 
15 to 25 marks, requiring an essay type 
answer, should be left to the last. This 
type of question has an “elastic” time 
element. That is, the time taken can 
usually be adjusted to what is available. 
The reason for doing the questions in this 
sequence is explained below. 
Allot Time 

As a basis upon which to begin the 
allotment of the four hours available, 
use a “standard” figure of say 2.3 min- 
utes per mark. This will leave ten 
minutes margin, of which five will be 
needed at the start. This standard should 
be applied roughly, for example, a 20 
mark question would be given 45 min- 
utes, a 25 mark question 55 minutes. 
Total the minutes alloted for all the 
questions. Then the individual amounts 
can be changed a bit if necessary so as 
to bring the total to less than 240 min- 
utes by the margin desired. I found that 
a margin of ten minutes was best. This 
is cutting things fine and you may prefer 
to leave more leeway. However, thirty 
minutes, for example, left over at the end 
of a paper cannot be used as effectively 
as thirty minutes taken up during the 
answering, at the points of greatest need. 


The division of time on the basis of 
marks alone is not entirely sound, for 
you may be able to answer some ques- 
tions correctly using only one minute per 
mark. However to assume in advance 
that you will be able to answer a cer- 
tain question propetly in less than the 
“standard” time would be to take an un- 
necessary risk. After a question has been 
satisfactorily answered in fewer minutes 
than those alloted, this saving can be 
safely used when you find more time is 
needed, but to use extra time when none 
has been saved may be disastrous. You 
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should never run behind schedule on an 
overall basis as the questions yet to be 
done may also need more than the min- 
utes allotted. The ‘elastic’ question left 
to the last provides only a small cushion. 
The purpose behind doing the questions 
in order of speed, in terms of minutes 
per mark, is to build up a “saving” 
early in the paper to be used later when 
most needed. 
Time Record 

At various stages whilst answering a 
question, the time should be checked. 
This will only take a few seconds and 
to facilitate the procedure a record can 
be kept on a separate sheet of scratch 
paper showing the following informé- 
tion. . 

(a) The questions listed in the se- 
quence in which they are to be answered; 
the standard times for each one; the total 
minutes allotted; the overall margin left 
for reading over. This is marked down 
when allotting the time as described 
above. 

(b) The current position; that is the 
number of the question being answered, 
the time it was started, and the time it 
should be finished. This is crossed out 
when the next question is started. 

(c) The total time saved; that is the 
number of minutes you are ahead of 
standard at the start of the present ques- 
tion. 

Checking 

The checking required is as follows: 

(1) Prior to commencing a question 
mark down the starting time and the 
hour at which it saould be completed 
(per (b) above). 

(2) After the answer has been plan- 
ned see how much time remains for 
writing it out. Witk a statement type an- 
swer this will indicate how quickly you 
will have to work; with other types of 
answers how much detail you will be able 
to include. 

(3) After the answer has been drafted 
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see how many minutes remain to read 
over the answer or to be saved. 

(4) Before passing on to the next 
question revise the notation showing the 
time saved up to that point (per (c) 
above). 

If you are evidently running behind 
time on a question, see how much has 
been saved. This time can safely be 
used if needed but should not be ex- 
ceeded. If you see that you will not be 
able to complete a question in the time 
left, stop trying to answer the question 
completely shortly before the available 
time has been used up. Note down briefly 
the steps remaining to be done and pass 
on to the next question. Mark your 
memorandum to indicate those questions 
which should be returned to, in the event 
that there is time left after all the other 
questions have been answered. 

During the actual examinations timing 
should be automatic. You can ensure 
this by adequate practice beforehand. 


MISCELLANEOUS HINTS 

Here are some sundry pointers which 
you may find helpful. 
(1) Calculations 

Don’t spend too much time in the 
final examination on mathematical cal- 
culations. When pressed for time do not 
hesitate to use approximate figures, but 
state that you have done so. Examiners 
know that you can add and multiply and 
therefore they will only deduct a few 
marks for errors in arithmetic. If you 
have any time to spare at the end you 
can check your figures then. However, 
for example, if your Balance Sheet does 
not add up make sure the errors are only 
mathematical and not errors of principle. 
The occurrence of awkward fractions to 
be worked out may mean that you have 
made an error. Sometimes the use of a 
simple algebraic formula is the best way 
to solve a problem. 
(2) Rough Work 

A great deal of the preliminary fig- 
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uring for certain types of problems can 
be done on the examination paper. This 
saves time and eliminates the chance of 
making errors when recopying figures. 
An example would be to post adjust- 
ments direct to a trial balance in the 
question, crossing out the superseded fig- 
ures. Rough work which cannot be done 
advantageously in this manner should be 
done on separate sheets for each ques- 
tion, properly labelled. 

(3) Footnotes 

There are three circumstances where 
the use of footnotes is convenient. If 
you are in doubt as to the examiner's 
meaning mention in a footnote the al- 
ternative interpretation and state why you 
chose the one you used. However, try 
and accept the questions literally as they 
stand. Don’t make unwarranted assump- 
tions or search for double meanings as 
the examiner has taken care not to be 
ambiguous. 

There may be two schools of thought 
as to the correct manner in which an 
item should be treated. On debatable 
points do not be dogmatic but mention 
that there are other methods or opinions. 

If you notice a mistake when reading 
over a completed answer, it may be 
better if time is pressing to merely ac- 
knowledge your error in a footnote, 
rather than to attempt to change your 
present solution. 

(4) Pencil 

Pencil is a better tool than a pen. 
Usually a paper can be written faster 
with pencil. If you do have to make 
changes in figures, they can be easily 
erased which is neater than crossing out 
ink and faster than erasing ink. Pencil 
also seems to be more relaxing and con- 
sequently reduces tension. 

(5) Neatness 

There are no marks alloted for copper 
plate handwriting. As long as your 
answer is legibile you should not be pen- 
alized in the final ‘examinations for poor 
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penmanship. Such procedures as using 
a ruler for underlining headings and in- 
serting dollar signs on statements are 
usually not worth the extra time required. 
On the other hand, it pays to keep your 
work uncrowded and the general set-up 
of the answers clear. 

(6) Don’t Repeat Question 

Do not waste time by repeating the 
question in the answer or by writing 
into the answer information appearing in 
the question itself. 

(7) Rest 

Writing the actual examinations is 
very strenuous work. A great deal has 
to be crowded into each four hours, more 
than you are accustomed to doing in a 
whole day at the office. Consequently 
you must expect to be very tired at the 
end of an examination. To allow for 
this you should take lots of rest between 
papers. Get to bed early so as to be 
sure to start each day well rested and 
fresh. I found that one half-hour a day 
brushing up with light reading was a 
maximum of additional effort. Take a 
five minute break in the middle of the 
examination if you are not running be- 
hind schedule. 

(8) Post-Mortems 

Do not conduct any post-mortems. Be- 
sides using up time you need for rest, 
they tend to cause worry and nervous- 
ness. The temptation can be reduced by 
turning in the examination papers them- 
selves with your answers. 

(9) Tabulate 

Whenever possible tabulate your 
answers. This saves time and makes it 
easier to check over the solutions for 
completeness. Of course tabulating is 
not acceptable when the question spe- 
cifically asks for a draft of a report or 
letter. 

Some of these suggestions may need to 
be modified to suit the individual. You 
should try them out yourself before 
adopting them. 
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“Bad Habits in Examinations” by 
“Contributed” in the September 1940 
issue covers 

Introductory Remarks 

Answering Unasked Questions 

Long Distance Running and 

Combative Tactics. 

The Editorial in the November 1941 
issue includes 

General Comments 

Insufficient Preparation (for the reali- 

ties of the examination room) and 

Remedying a Defect (three fundamen- 

tal facts to keep in mind). 

‘Examinations —- Some Prevalent Er- 
rors and How to Correct Them’ in the 
November 1942 issue by “an Examiner”’ 
comments on 

Repetition 

The Sense of Proportion 

Careless Reading of Question 

Untidiness 

All Clients not Companies and 

Arithmetical Calculations. 

In “The proper approach to examina- 
tion papers” in the October 1946 issue, 
H. C. Dell, C.A. discusses 

Last Minute Cramming 

Reading the Questions 

Choosing the First Question 

The Question You Know Well 

Allocating the Marks 

Where Time is Inadequate 
and includes a list of twelve specific sug- 


gestions. 
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Read Them! 


The advice given in these articles is 
good. Whilst some of the points they 
mention have been included in this ar- 
ticle, a considerable amount of additional 
information is given and in some cases 
the recommendations differ from mine. 
I strongly recommend that you obtain 
copies of these issues of The Canadian 
Chartered Accountant and read the ar- 
ticles enumerated above. 


In Conclusion 


If you aim at a 60% pass mark, falling 
short only the slightest will mean failure 
or at best a supplemental. By aiming at 
80% you have a 20% margin of safety 
overall and 30% on individual papers. 
On the other hand, don’t strive for a 
perfect 100%; trying to get all the de- 
tails correct may cause you to miss im- 
portant points. Make sure of the key 
points and you will succeed. 


I hope this article will help you to 
be successful. The things to do on the 
eve of the examination, as covered above, 
are not 100% complete or 100% right. 
The procedures outlined are based solely 
on my own limited experience and this 
article has been written without any in- 
side knowledge or authority. The re- 
sponsibility for complete preparation for 
the examinations rests with yourself 
alone. May I wish you good luck. 


Coincidence or Compassionate Consideration 
Unmindful of wartime warnings regarding disclosure of information which 
might give comfort to the enemy, two young gentlemen discussed on a street car 
recently the examination procedure for budding chartered accountants. After 
expressing their views on the examiners and the methods of setting examinations, 


their conversation turned to results. ‘‘You know’’, said one, ‘‘in our firm we 
had quite a number of candidates and our seniors gave us a real coaching course 
all last Autumn. When the results were published, we found that our percentage 
of failures was exactly the same as for the Institute as a whole’’. The listener, 
not wishing to embarrass anyone should he be recognized, left the street car 
several stops before his destination and walked the rest of the way in the glorious 
sunshine of a summer day. 





Internal Audit 


Its History, Scope and Functions 


By R. H. Wood, C.A. 


IN SEEKING the reason for the rapid 
development of internal audit during 
the recent years as a new management 
technique in large enterprises, the answer 
is to be found in the changing responsi- 
bilities of top management. The direct- 
ion of such businesses today is concerned 
more and more with external rather than 
internal problems — nationally with 
growing government interest in profits 
and prices — internationally with supply 
restrictions and exchange difficulties. Top 
management must, therefore, delegate 
a large part of its responsibility for 
domestic routine to subordinate levels — 
a position reflected in the present-day 
corporate structure of many large con- 
cerns. 

The historians have told us that Soc- 
rates was deemed by the Oracle at Delphi 
as the wisest of the wise men of his day 
because he alone realized the limitations 
of his knowledge. So wise management 
today, appreciating the limitations forced 
upon it by the pressure of external 
factors on its business, sets up systems 
by which it can keep itself as to 
the efficiency of its internal methods and 
be assured of adequate performance by its 
staff. The technique known as “Internal 


Audit” is being currently employed to 
fulfill to a large extent those require- 
ments. 


Title 

It is generally agreed among leaders 
in the field of internal audit that the 
title “internal auditor” is an inadequate 
and almost misleading description. So 
far, however, nobody has come forward 
with a better title, so for the time being 
the internal auditor must carry his pre- 
sent label. The name sprang, of course, 
from a development which took plaee 
some years ago when the management 
of large businesses learned that the pro- 
fessional auditors, in order to cope with 
the detailed checking of the vast volume 
of transactions, had perforce to install 
whole-time audit clerks in the company’s 
offices. It was thought that, if it were 
necessary to employ these auditors whole- 
time, the company could profitably absorb 
them in its own payroll, their reports to 
be available to the public auditors, thus 
relieving the latter of the routine of de- 
tail check without affecting their overall 
audit responsibility. Thus were born the 
first groups of “internal” auditors. 


Internal auditors were also employed 
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An address by R. H. Wood, C.A., Lever Brothers, Toronto, to the Society 
of Industrial and Cost Accountants of Ontario on 15th January, 1948. 
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by holding companies with foreign sub- 
sidiaries operating where perhaps the 
profession of public accounting had not 
developed to the degree it had in the 
English-speaking countries. These groups 
would carry out the detail audit and pre- 
pare reports for submission to manage- 
ment and the professional auditors of the 
parent company. It is true to say, there- 
fore, that in the early stages these 
groups were replacements for some of 
the professional audit staff and their 
work consisted largely of routine check- 
ing of financial records. 


The first growth in the status of the 
internal auditor was noticed during 
World War II, when heavy spending by 
government departments necessitated the 
creation of service audit departments with 
extensive responsibilities of reviewing 
and reporting. That period can be look- 
ed upon as the formative years of the 
present-day type of internal auditing 
which has been so aptly described by 
Earle Cunningham, Chief Auditor of 
General Motors and President of The 
Institute of Internal Auditors, as ‘‘man- 
agerial auditing”. 


Institute of Internal Auditors 


The Institute of Internal Auditors was 
formed in 1941 in New York and in 
the seven intervening years it has grown 
until it can now boast a membership 
of some 1,400 with Chapters in the 
United States, Canada and England. At 
the Sixth Annual Conference held in 
Detroit last fall, over 500 members and 
guests heard papers read covering differ- 
ent aspects of the Conference theme of 
“Service to Management’’. At the annual 
banquet, held during the Conference, the 
principal speaker was Prentiss M. Brown, 
Chairman of the Board of The Detroit 
Edison Company and for some time OPA 
Administrator during the war. In the 
course of an inspiring address, he stated 
that in large businesses in the United 
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States the internal auditor was looked 
upon as a “guardian of corporate mor- 
ality’—a high-sounding phrase but one 
which indicates the distance the internal 
auditor has travelled from his original 
function, 


Relation to Professional Auditors 

Before proceeding to discuss the pre- 
sent-day responsibilities of the internal 
auditor, I should like to endeavour to 
clarify a point which has led to some 
misunderstanding, namely, the relative 
positions, responsibilities and duties of 
the internal auditor and the professional 
auditor inside a large business. The 
position is clearly put in a paper read 
to the Institute of Chartered Account- 
ants in England and Wales at their 
Summer Course at Oxford last year by 
P. M. Rees, F.C.A., Chief Accountant 
of Lever Brothers & Unilever, London:— 

“The difference between the internal 
audit and the professional audit was well 
summed up in an article in The Times 
in January last discussing the set-up of 





the public boards with which some in- 
dustries are faced: 


“The efficiency (one of the functions 
of the internal audit) which is not un- 
known in private industry is quite dif- 
ferent from a financial audit—the dif- 
ference between money legally spent and 
money wisely spent.’ 

“A good deal has been said and 
written about the limitations of the in- 
ternal audit but does not this statement 
point to the fact that there are also 
limitations in the professional audit, 
which in the vast majority of cases is a 
financial audit, even with its additional 
responsibilities under the new legislation. 
Much time and thought is given by pro- 
fessional auditors to seeing that share- 
holders get a true and correct view of 
a company’s results and financial posi- 
tion and to preventing the loss of share- 
holders’ money through fraud, or, if 
fraud happens, to deciding how best to 
disclose it in the accounts, but it is not 
considered to be part of their duties— 
nor could it be — to prevent or disclose 
losses due to inefficiency—and these may 
easily be greater. A properly organised 
internal audit should fill this gap to a 
large extent.” 

Enlightened public auditors today, re- 
sponsible for reporting on financial state- 
ments of large enterprises, are leaning 
more and more on internal audit systems 
functioning inside those businesses to 
give them assurance on the efficacy of 
internal control and to relieve them of a 
large part of the routine work of audit, 
thus enabling them to concentrate on the 
presentation and form of the financial 
statement. The functions of the two 
groups should be complementary. The 
internal audit, in carrying out its service 
to management, should also perform a 
service for the professional auditors. 


Statement of Responsibilities 
of the Internal Auditor 


Last year, as a result of considerable 
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effort and thought devoted to the ques- 
tion by the Research Committee of the 
Institute of Internal Auditors, a statement 
of responsibilities of the internal audi- 
tor was published.* This statement is 
in no way intended to act as a final 
edict on internal audit functions and re- 
sponsibilities. It is felt that the new 
management technique of internal audit 
is still in process of development and the 
statement is an attempt to indicate the 
present stage which that development has 
reached. 

The statement is divided under four 
headings, the first of which is: 


I. The Nature of Internal Auditing— 


“Internal Auditing is the independent 
appraisal activity within an organization 
for the review of the accounting, finan- 
cial, and other operations as a basis for 
protective and constructive service to 
management. It is a type of control 
which functions by measuring and evalu- 
ating the effectiveness of other types of 
control. It deals primarily with account- 
ing and financial matters but it may also 
properly deal with matters of an operat- 
ing nature.” 


The operative phrases in this statement 
are “appraisal activity’ and ‘‘construc- 
tive service’. Internal audit today is not 
so much audit as appraisal. Audit im- 
plies examination of records and concen- 
tration on paper and documents. Ap- 
praisal, while using the paper as the basis 
of examination, is not limited to the 
paper but covers the human as well as 
the material elements which compose the 
business function. Enlightened manage- 
ment today is not only interested in being 
informed as to whether the records are 
accurate — it wants to know something 
the human factor in the production of 
those records. Is the staff provided ade- 
quate for the work to be performed, or 


*Published in The Canadian Chart- 
ered Accountant, July 1948 at p. 38. 
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is a large amount of overtime being 
spent to produce the necessary volume? 
Is there a constant review to ensure that 
the numbers of staff employed have not 
been built up beyond the economic level ? 
Is the standard of supervision sufficiently 
high to ensure correspondingly high 
standards of performance in the staff? 


Turning to the material factor, it 
should be possible within the limits of 
his technical knowledge for the internal 
auditor on periodic visits to, say, a 
branch factory, to assure management by 
an inspection of the offices and plant that 
the equipment is not only properly re- 
corded but in good shape and carries the 
necessary means of identification. In the 
matter of office equipment, appraisal im- 
plies the examination of methods to as- 
certain whether the work could not be 
more economically, speedily and accur- 
ately performed by modern mechanized 
methods, or conversely, that over-mech- 
anization has not resulted from weak 
sales resistance of a gadget-conscious 
management. 


The second operative phrase is the 
term “constructive service”. This is the 
sine qua non of internal audit. I am 
reminded here of the American co-ed, 
quoted by the late Earl of Oxford and 
Asquith. When asked what she thought 
of the Ten Commandments, after pond- 
ering a moment, she replied: “Well, they 
don’t tell you what you ought to do, 
they only say what you ought not to do 
and that only puts ideas into your head”. 


The internal auditor who advises man- 
agement and staff only what they ought 
not to do without a constructive sugges- 
tion as to what they ought to do, will 
certainly only put ideas into their heads. 
It is the responsibility of the internal 
auditor to report on weaknesses in pro- 
cedures and systems when he discovers 
them, but if he is unable to make a con- 
structive suggestion as to improvement, 
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I would suggest it were better if he did 
not comment at all. Nothing can be 
more irritating to management or staff 
who have been struggling with a prob- 
lem for, possibly, years than to be told 
what they already know. A carping 
critic has no place in a progressive in- 
ternal audit department and those who 
fail to assist their colleagues in the re- 
view of their work will soon suffer a 
lack of their co-operation without which 
no audit department can be successful. 


The second heading of the Statement 
covers :— 


II. Objectives and Related Activities— 

“The overall objective of internal 
auditing is to assist management in 
achieving the most efficient administra- 
tion of the operations of the organiza- 
tion. This total objective has two major 
phases, as follows: 

(1) The protection of the interests of 
the organization, including the 
pointing out of existing deficiencies 
to provide a basis for appropriate 
corrective action. 


The attainment of this objective involves 

such activities of the internal auditor as: 

(a) Ascertaining the degree of relia- 

bility of accounting and statistical 

data developed within the organi- 
zation. 

(b) Ascertaining the extent to which 
company assets are properly ac- 
counted for and safeguarded from 
losses of all kinds. 


(c) Ascertaining the extent of com- 
pliance with established policies, 
plans and procedures.” 

(2) The furtherance of the interests of 
the organization, including the re- 
commendation of changes for the 
improvement of the various phases 
of the operations. 


The attainment of this objective involves 
such activities of the internal auditor as: 














(a) Reviewing and appraising the 
policies and plans of the organi- 
zation in the light of the related 
data and other evidence. 

(b) Reviewing and appraising the in- 
ternal records and procedures of 
the organization in terms of their 
adequacy and effectiveness. 

(c) Reviewing and appraising per- 
formance under the policies, plans 
and procedures.” 


The activity described as the first phase 
is the routine of internal audit. The 
ascertainment of the degree of reliability 
of accounting and statistical data neces- 
sitates a test examination of accounts and 
records. To most large enterprises today 
it is essential to know in advance the 
profit goal of the current fiscal year. 
Budget planning and control are neces- 
sary weapons in the hands of top man- 
agement if they are to win their policy 
battle, and to them audited annual ac- 
counts are largely so much history. The 
audit department therefore, by review of 
budget statements and interim financial 
reports over the year can assure manage- 
ment that these are being accurately pre- 
pared and truly reflect the latest position. 


The protection of company assets not 
only necessitates a physical inspection to 
ensure that the records reflect physical 
facts but the necessary control of capital 
expenditure can be made by close follow- 
up of approved capital commitments to 
ensure that over-spending is limited and 
that savings claims are justified by re- 
sults. 


The safeguarding of current assets 
would necessitate such operations as 
regular review of inventories and stock- 
taking methods. Periodic confirmation, 
either positive or negative, of accounts 
receivable, if kept within limits, can be 
a boon to both company and customer. 
Outstanding claims for insurance, freight, 
etc., can be constantly reviewed and 
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causes of delay in settlement ascertained 
and possibly eliminated. Close control 
over bank and cash balances not only 
closes the loopholes which can open in 
any business where supervision of these 
assets is weak, but the moral effect of the 
existence of this control acts as a deter- 
rent against defalcation. 

Review of the extent of compliance 
with established policies necessitates 
close association with managers and staff, 
with intelligent interpretation of the re- 
sults of that association, always, of 
course, bearing in mind that credit should 
be given where credit is due. It some- 
times happens that this association with 
staff brings to light a misconception of 
management policy with resulting mis- 
application leading possibly to material 
losses. In the sense also that the inter- 
nal auditor hunts with the hounds and 
runs with the hare, he should be in an 
excellent position to improve manage- 
ment-staff relations and to help to clari- 
fy the thinking and reaction of each to 
the other’s point of view. 

The second phase may be regarded as 
managerial auditing, and it implies the 
employment of the internal auditor as a 
highly skilled member of the manage- 
ment group. Owing to the ubiquitous 
nature of his duties, the internal auditor 
is in an excellent position to review and 
appraise the policies and plans of the 
organization in their application to the 
business generally as well as department- 
ally. The review of internal records and 
procedures is also aided by contact with 
and access to all departments of the busi- 
ness. Reduction in the volume of paper 
flowing between departments may be ef- 
fected by follow-up of memoranda and 
reports to ascertain their value to the 
recipients. 

Performance under management poli- 
cies and plans can be reviewed to assure 
management that where a dollar is spent 
a dollar's worth is received. In certain 
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departments of a business this may re- 
quire highly technical qualifications, but 
cases have been known where an internal 
auditor with limited technical qualifica- 
tions has, by bringing a fresh outlook 
to bear on a long-established policy, 
brought to light weaknesses in perform- 
ance and made constructive suggestions 
for improvement. 


The third heading of the Statement by 
the Research Committee covers— 


Ill. Scope of Authority and 
Responsibility— 

“Internal auditing is a staff or advis- 
ory function rather than a line or oper- 
ating function. Therefore the internal 
auditor does not exercise direct authority 
over other persons in the organization. 

“The internal auditor should be free 
to review and appraise policies, plans and 
procedures but his review and appraisal 
does not in any way relieve other per- 
sons in the organization of the primary 
responsibilities assigned to them.” 

Internal audit operates as a control 
over internal controls, and must there- 
fore be no part of these controls. Maxi- 
mum benefit from the potential uses of 
internal audit can only be gained if the 
department is relieved of all routine re- 
sponsibilities. The necessary concentra- 
tion on routine is a reason why man- 
agers often are unable to discover weak- 
nesses in their departmental procedures 
and deficiencies in their staff, and the 
audit department's service to those man- 
agers must be based on unrestricted move- 
ment among their staff so that any such 
weaknesses or deficiencies can be brought 
to their attention for action. 


The internal audit staff should carry 
no executive power, and changes in ex- 
isting procedure arising from the views 
of the internal audit staff should only 
be affected by the responsible depart- 
mental executive. Moreover, the internal 
auditor who effaces himself as much as 
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possible to ensure that the executive gets 
the credit for any improvements will find 
on his next visit that the mat will carry 
the word “Welcome” in very large let- 
ters indeed. 


The fourth and final heading is— 


IV. Independence of the Internal 
Auditor— 


“Independence is basic to the effec- 
tiveness of the internal auditing pro- 
gram. This independence has two ma- 
jor aspects, as follows: 

(1) The head of the internal auditing 

department should be made respon- 
sible to an officer of sufficient rank 
in the organization as will assure 
adequate consideration and action 
on the findings or recommendations. 
The organizational status of the in- 
ternal auditor and the support ac- 
corded to him by management are 
major determinants of the range and 
value of the services which manage- 
ment will obtain from the internal 
auditing function. 
Internal auditing should not include 
responsibilities for procedures which 
are essentially a part of the regular 
operations of a complete and ade- 
quate accounting system or of a 
properly organized operating depart- 
ment. In some instances manage- 
ment may assign current operating 
responsibilities to the internal audit- 
ing department, but in such cases 
the execution of the current operat- 
ing responsibilities should be per- 
formed by separate personnel, and 
be subjected to the same review 
and appraisal as is accorded other 
operations.” 

It is true, I think, to say that the eff- 
icacy of the internal audit varies in 
direct proportion to the degree of inde- 
pendence under which it operates. In 
carrying out its service to management, 
the more restrictions placed on the scope 














of its review, the less effective will the 
audit department be. If, as is the case 
in the majority of large organizations, 
the internal auditor is responsible to an 
executive at Board level, he can obvi- 
ously cover a wider area than if restrict- 
ed to a departmental audit. 


The greater the degree of independ- 
ence, however, the heavier is the re- 
sponsibility of the internal auditor to en- 
sure that his service to management is 
effective and constructive. The audit de- 
partment which, although carrying almost 
the same degree of independence in an 
organization as the professional auditors, 
gives no greater service to management 
in the matter of efficiency of operation 
than that provided by the professional 
audit, is not an economical proposition, 
and may eventually be regarded as a lux- 


ury. 
Theory vs. Practice 


So much for the theory of internal 
audit. In hard practice, as is the case 
with most theories expounded on a na- 
tional and international scale today, per- 
formance depends upon the human ele- 
ment. Constant training is therefore an 
essential part of staff development inside 
an audit department. As members of a 
profession in process of rapid evolution, 
they should be encouraged to seek after 
knowledge, not only of the operations of 
their own business in all its ramifica- 
tions, but of all questions which may 
impinge upon it, such as social, political 
and economic conditions. 


Programmes and working papers are 
the machinery by which the internal 
auditor assures himself of adequate cov- 
erage of the procedures, records and con- 
trols of the business in which he is em- 
ployed. The preparation and mainten- 
ance of concise and clear records of his 
Operations and findings, to which the 
professional auditor can refer, is obvi- 
ously the quickest way to ensure that 
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his professional vis-a-vis will recognize 
and take advantage of his work. 

Reporting is, and always has been, one 
of the most demanding responsibilities 
of the investigator, and the reports of 
an audit department are the word pic- 
tures which sum up and convey to man- 
agement the results of its operations. The 
myth that the longer the report the bet- 
ter the impression has long since been 
exploded. The internal auditor today, 
realizing that to an executive a report 
may be just another “scrap of paper”, 
ensures by elimination of verbiage and 
the intelligent use of headings that in 
the space of a few minutes a busy ex- 
ecutive can glean the gist of his remarks. 
Just as when we are short of time, yet 
wish to keep up with the day’s news, 
we scan quickly over the headlines of 
our newspaper, so should reports be de- 
signed so that the reader can, by scan- 
ning quickly over the headings, gain the 
theme and satisfy himself as to whether 
he need read further into the details. 


Reports are the weapons forged by the 
audit department which assist manage- 
ment to assure themselves that their 
policies are being carried out efficiently 
and economically. It is incumbent there- 
fore on internal auditors to ensure that 
those weapons are kept sharp and bright, 
by use of simple language and intelligent 
presentation with careful avoidance of 
clichés. As Goethe said “The phrases 
men are accustomed to repeat incessantly 

. ossify the organs of intelligence’. 

High costs are a major problem in the 
conduct of extensive enterprises today 
and management cannot afford to deny 
the rising tide of increased costs of pro- 
duction and operation. A constant sur- 
vey of all phases of business operation 
is necessary to eliminate redundant ex- 
penditure and ensure maximum efficiency 
and it is in this sphere that the Cost 
Accountant and the Internal Auditor can 
best fulfil their respective management 
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functions. Each in his own way is a 
specialist; the responsibilities of each may 
differ; but there is no doubt that co- 
operation between these two can be of 


material benefit in reducing costs at the 
business level, thereby assisting at the 
national level in curbing the inflationary 





ALBERTA 


EDMONTON CHARTERED 
ACCOUNTANTS CLUB 


An interim luncheon meeting of the 
Edmonton Chartered Accountants Club 
was held at the Corona Hotel on June 3, 
1948, at which the president Edward 
King presided. 

On June 17, 1948, the day preceding 
the annual meeting of the Alberta In- 
stitute the Club entertained the visiting 
Institute members at a golf tournament 
in the afternoon followed by a luncheon 
at the Edmonton Club. The visiting 
ladies together with a group of local 
ladies enjoyed a drive to points of in- 
terest which was followed by a buffet 
luncheon at the home of Mrs. R. W. Ham- 
ilton. 


QUEBEC 


TOP QUEBEC CHARTERED 
ACCOUNTANTS STUDENTS SOCIETY 
FIELD DAY 


The Chartered Accountants Students 
Society of Quebec held its annual Field 
Day at the Mount Royal Golf Club on 
Monday, June 14th. Golfer Bob MacMar- 
tin turned in an 82 on the 18 hole course 
to lead the field of 166 for the Dunton 
Cup. Bruce Adair carded an 84 for sec- 
ond place, while Roy Green came third 
with an 86. In the battle on the courts 
for the F. W. Sharp Singles Trophy, 
Marcel Renaud won a elose match with 
M. H. Mills who later teamed up with 
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tendencies which are prevalent today. 







W. E. Richmond for a win over L. R. 
Lemire and Marcel Renaud in the 
doubles. 

Miss St. Pierre went around in 117 to 
capture top honours amongst the lady 
golfers. Miss Claire Driscoll won the 
special prize for high gross score. 

After play an excellent supper, served 
in shifts due to the large turnout, was 
provided by the club for the 188 con- 
testants. Prizes were then awarded by 
Mr. R. C. Berry to the winners in each 
event. 


ONTARIO 


Messrs. G. E. F. Smith Sr., F.C.A., P. 
C. Metherell, C.A., George W. Webb, C.A. 
and S. G. Jackson, C.A. announce the 
formation of a partnership under the firm 
name of Smith, Metherell, Jackson and 
Webb with offices in the Canadian Bank 
of Commerce Chambers, Hamilton and 
52 Albert Street, Stratford. 

The new firm is the successor to the 
firms, G. E. F. Smith & Company and 
Metherell & Jackson. 


BRITISH COLUMBIA 


C. Barrett-Lennard & Company, Char- 
tered Accountants, announce the removal 
of their offices to: 402 West Pender 
Street, Vancouver, British Columbia. 

* + a 

G. W. J. Carter, Chartered Accountant, 
announces the removal of his office to: 
555 Howe Street, Vancouver, British Col- 
umbia. 









Capital Replacement, 
Depreciation and Taxes 


By Morris Beck 





(Instructor of Economics, Brooklyn College) 


ON of the problems facing business 
concerns as a result of the general 
rise in prices is that of making adequate 
provision for the replacement of depre- 
ciating capital assets. The traditional 
method of accounting for such assets has 
been to carry them on the books at cost 
value and to distribute that cost over the 
useful life of the assets. Because of the 
rise in the price of capital equipment, a 
number of firms have deviated in recent 
months from the historical method of 
computing depreciation. A clear-cut ex- 
ample of such action is found in the 
earnings report of the United States Steel 
Corporation for the second quarter of 
1947. This article is concerned with an 
examination of the procedure used and 
with an appraisal of its implications for 
the field of corporate income taxes. 


First, a few words about the functions 
of depreciation charges: Depreciation is 
the exhaustion of an asset due to the 
forces of wear and tear from operation 
and from the unavoidable action of time 
and the elements. For accounting pur- 
poses, depreciation represents the per- 
iodic distribution of portions of the asset 


cost to the expense account. The problem 
is to allocate costs in such a way that 
each period will bear a portion of the 
cost, reflecting the exhaustion of equip- 
ment in that period. 

For tax purposes, the United States 
Treasury recognizes depreciation as a de- 
duction from gross income. The annual 
depreciation charge must be a reasonable 
allowance for the exhaustion of property 
used in trade or business. Although no 
uniform method is prescribed for com- 
puting depreciation, a Treasury bulletin’ 
suggests a schedule of rates of deprecia- 
tion to be applied to particular proper- 
ties. For example, the rate for tools is 
set at twenty to twenty-five per cent; for 
boiler engines, at five to ten per cent; 
for brick buildings, at two to three per 
cent. These rates are based on a study 
of the estimated useful life of such assets. 
Taxpayers are urged to use these rates, 
but a 1934 Treasury regulation sets up 
special rules for taxpayers who wish to 
take depreciation deductions in excess of 
recognized amounts. 


1“Depreciation Studies,” 1931, 
2T.D. 4422, February, 1934. 


Reprinted by special arrangement from the July issue of TAXES—The Tax Mag- 
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Recognized Basis 


The recognized basis for computing 
depreciation is the original cost of the 
asset. Some business firms contend that 
during a period of rising prices the de- 
preciation charge thus computed tends to 
undervalue the asset; that the present 
generation. is enjoying the benefit of 
high-value equipment amortized at a low 
cost; that the consumer is being charged 
a lower price than he ought to pay; and 
that, by following traditional accounting 
procedures, the businessman is likely to 
find himself without sufficient means to 
replace the assets at the end of their use- 
ful life. For example, if the current 
cost of a new asset is double that of the 
original asset, the owner has recovered 
only half of the investment necessary to 
replace the old asset in kind. Many de- 
preciable assets currently in use will have 
to be replaced at prices several times 
greater than those paid for them. 


It is further argued that current ac- 
counting practices with regard to de- 
preciation lead to an overstatement of 
profits. ‘““The businessman’s reports, if 
they follow standard corporate account- 
ing, give his stockholders a false picture 
of the results of the corporation’s cur- 
rent activities. Assuming that replace- 
ment costs remain at their present high 
level, any corporation that allows for de- 
preciation only on the basis of original 
cost of twenty or forty years ago is in- 
viting eventual bankruptcy.’* 


An even stronger statement of the 
businessman’s case is presented by F. S. 
Blackall, Jr., president of the Taft-Peirce 
Manufacturing Company and of the Fed- 
eral Reserve Bank of Boston, who main- 
tains that consideration of replacement 
costs in determining adequate deprecia- 
tion charges would give recognition to 
the true profit of the taxpayer. ‘The 


“Phantom Profits 
Bar- 


8 Arundel Cotter, 
Worry Foresighted Management,” 
ron’s, August 11, 1947, p. 7. 
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Treasury should allow the taxpayer an 
extra deduction before arriving at net 
taxable income to compensate for the in- 
creased replacement cost.”"* A liberaliza- 
tion of federal depreciation policy would 
provide a powerful impetus to capital in- 
vestment, encourage industry to maintain 
our nation’s productive mechanism at a 
peak of efficiency, dampen the swings of 
the business cycle, increase our national 
income and thereby broaden the tax base 
substantially. 


Y U.S. Steel Story 


In its earnings report for the quarter 
ended June 30, 1947, the United States 
Steel Corporation included a new item of 
cost under the heading of wear and ex- 
haustion of facilities. In addition to a 
normal charge of $22,297,602 for de- 
preciation based on original cost, the 
sum of $6,700,000 was added to cover 
current costs of replacing facilities. This 
addition is equivalent to about thirty per 
cent of the regular charge. An announce- 
ment accompanying the earnings report 
explains that the $6,700,000 represents 
a cost covering wear and exhaustion of 
facilities over that based on the original 
cost of such facilities. The present-day 
cost of new facilities to replace those 
worn out through use in production is 
substantially more than the original cost 
of the facilities so replaced. If the charge 
for wear and exhaustion of facilities in- 
stalled in earlier years is continued on 
the old basis of their original cost, the 
resultant reserve will be inadequate to 
cover the cost of the replacements which 
will be necessary when these earlier fa- 
cilities have served their useful life. 

The argument for basing depreciation 
on replacement, rather than on original, 
cost is further developed somewhat as 
follows by the corporation: In order to 
stay in business, a concern must sell its 





4“What Is Accelerated Depreciation?” 
American Machinist, July 17, 1947, p. 107. 
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product for a sufficiently high price to 
replenish the supply of materials used up 
in production. In the case of inventories, 
this problem is solved by adoption of 
LIFO ((last-in, first-out) accounting. 
LIFO provides that in determining the 
cost of the product sold (and hence the 
profit therefrom) the materials used in 
the product will be costed at the most 
recent purchase price. A similar account- 
ing procedure is needed for plant and 
equipment. Otherwise, management will 
be deceiving itself on the extent of real 
profits. ‘Such self-deception has been 
appalling — so much so that it seems 
probable that portions of dividends re- 
cently paid by corporations were in reality 
capital rather than income disburse- 
ments.”’® 

First, a few observations are in order 
as to the derivation of the United States 
Steel addition to depreciation charges. 
How was the figure of $6,700,000 ar- 
rived at? The earnings report sheds no 
light on this question. An interview 
with an official of the organization re- 
vealed that the thirty per cent increase 
was based on the rise in cost of new 
plant construction over prewar cost. 
Actual increase had been about fifty per 
cent, but it was management's decision to 
use the more conservative figure of thirty 
per cent. The highly subjective nature 
of this estimate detracts materially from 
the possible validity of the United States 
Steel approach. 

It is, in fact, questionable whether cur- 
rent replacement costs can be precisely 
determined. Any given firm own assets 
which were acquired at different times 
and which have varying life expectancies. 
Appraisal of such assets is not only an 
expensive project, but one that involves 
the subjective judgment of the appraiser. 
If the appraisal value is difficult to de- 

5B. B. Smith, memorandum on “Ac- 


counting for Depreciation During Infla- 
tion.” 


termine, how much more difficult is it to 
predict the eventual cost of replacing a 
productive asset! Having unequal ser- 
vice lives, these assets will not all be re- 
placed at the same time. Price levels 
may rise and fall several times before 
many of them are ready for replacement. 
Furthermore, very few facilities are re- 
placed in exactly the same form. 

Thus, a shift from actual costs to esti- 
mated replacement values involves a shift 
from “objectively determined data to 
values which are largely matters of 
opinion and which, for some types of 
cost factors, are conspicuously unre- 
liable.’’* 


Economic Considerations 

Apart from technical difficulties of con- 
stant appraisal, the replacement theory 
is objectionable because “‘it singles out 
depreciation for special treatment." It 
seeks to substitute a hypothetical cost for 
plant and equipment, whereas other 
items of expense are recorded at their 
actual dollar cost. ‘‘It seeks to establish 
for one expense a basis of computation 
fundamentally different from that used 
for the other expenses of doing busi- 
ness.”’® 

The proposed substitution of a re- 
placement estimate for actual cost stems 
from a misunderstanding of the deprecia- 
tion charge. Depreciation is intended to 
spread the original cost of long-term 
equipment over the service life of the 
asset; its purpose is not to provide for 
replacement. Any attempt to identify de- 
preciation accounting with the financing 
of replacements can lead only to confu- 

6 W. A. Paton and A. C. Littleton, Jn- 
troduction to Corporate Accounting Stan- 
dards, p. 123. 

7George Terborgh, Depreciation Policy 
and the Postwar Price Level, Machinery 
and Allied Products Institute, 1947, p. 17. 

8 Pamphlet “D”, Fabricated Production 


Department of the Chamber of Commerce, 
October 15, 1921. 
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sion. Depreciation has no direct relation 
to the problem of replacement. 


A second economic consideration 
should be taken account of: profits have 
risen at about the same rate as costs. 
Hence, the problem of replacement tends 
to solve itself through the general rise in 
earnings. Instead of revising the depre- 
ciation charge, corporations can absorb 
the increased cost of replacement by es- 
tablishment of special reserves out of the 
higher earnings. 

A third economic issue arising from 
this proposal is whether or not the up- 
ward adjustment of depreciation ought to 
be reflected in the price of steel. A 
partial answer to this question can be 
obtained by comparing the added depre- 
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ciation charge with total sales. If this 
extra cost item, expressed as a ratio of 
total sales, constitutes a significant figure, 
firms might well be justified in raising 
prices to cover the additional cost. If 
the ratio amounts to no more than a few 
per cent, the conclusion is fairly obvious 
that a price rise is not justified, at least 
not on these grounds. 


An examination of the United States 
Steel figures for the second quarter of 
1947 reveals that the additional deprecia- 
tion charge of $6.7 million constitutes 
less than one per cent of total sales 
($533 million). A similar thirty per 
cent addition to the depreciation charge 
of three other major steel companies also 
results in a very low figure. 


Depreciation-Increase Ratio 


TOTAL DEPRECIATION RATIO 
SALES INCREASE (2)/01) 

(1) (2) 3) 
Bethlehem Steel .....................00002. $787,720,668 $6,700,000 0.85% 
I inn sitsisicnisnvacpicnsentbeiis 412,755,542 3,500,000 0.85% 
Fores Ge Taman ne icscissessaseasne 246,297,831 3,000,000 1.21% 


Source: Moody’s Industrials, 1947, corporation statistics for year 
ended December 31, 1946. 


The ratio for both Bethlehem and Re- 
public is less than one per cent; for 
Jones & Laughlin, it is slightly more. In 
no case, therefore, would the additional 
depreciation charge, as thus computed, 
call for an immediate corresponding in- 
crease in price. 

The key position of the steel industry 
also militates against a price rise in these 
inflationary times. Since the price of so 
many other products is dependent on the 
price of steel, announcement of an in- 
crease in steel prices would very likely 
be met with unfavorable publicity. “Steel 
makers are aware of several axes poised 
in mid-air.”®, The Federal Trade Com- 
mission has accused the industry of il- 
legal price-fixing and restraint of trade. 


©°T. W. Lippert, “Steel on the Block” 
(editorial), The Iron Age, August 28, 
1947. 





Under these circumstances, the steel in- 
dustry would probably hesitate to an- 
nounce a price rise that is not urgent. 

One final question should be addressed 
to the advocates of the replacement-cost 
approach: Will a similar downward ad- 
justment in depreciation be made when 
the general price level starts to decline? 
Consistent treatment would require that 
when replacement costs drop below orig- 
inal cost, the depreciation charge should 
be reduced accordingly. 


Special Replacement Reserves 


It has been pointed out that the price 
inflation which has raised replacement 
costs has at the same time helped to pro- 
vide additional profits from which the 
increase can be met. Retention of a part 
of these surplus earnings provides an al- 
ternative solution (involving Section 102 
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of the Internal Revenue Code) to the 
problem of replacement. The normal 
provision for depreciation takes care of 
the original cost of buildings and equip- 
ment. Any excess of anticipated re- 
placement cost over original cost can be 
met out of net earnings. 


This was, in fact, the method used re- 
cently by the Crane Company.’® In his 
report to the stockholders for the year 
1946, the president of the corporation 
revealed that an initial appropriation of 
$500,000 had been made out of 1946 
earnings to cover the excess cost. Where- 
as United States Steel had charged the 
additional cost to its expenses in arriving 
at net income, the Crane Company prop- 
erly treated the sum as an appropriation 
of net income. 


The Libbey-Owens-Ford Glass Com- 
pany recognized two aspects of the prob- 
lem in its report for the second quarter of 
1947: 


“The improvement program . . . to 
provide needed modern facilities to meet 
post-war market demands, has gone for- 
ward in a period of rapidly rising costs. 
If this high level of construction costs 
should continue into the future, our 
normal depreciation allowances for re- 
placement of existing pre-war plants 
would be inadequate. On the other 
hand, if future costs should prove to be 
substantially lower, our new construction 
costs would be out of line with normal 
values. Therefore, against the earnings 
of the second quarter, a charge of $1,- 
000,000 has been made with an offsetting 
credit to a reserve for revaluation on the 
assumption that one or the other of these 
two possibilities must be faced in the 
future.” 

Insofar as these reserves are intended 
to provide for the excess of actual re- 
placement over original cost, they are 


10 Report of 1946 Operations, Crane 
Company, January, 1947. 


justifiable. But recognition of this fact 
does not support a charge to income for 
prospective replacement, to provide for a 
loss that may never occur. Presumably, 
when a firm decides to build, it takes 
into account the possibility of higher 
costs in the future. Hence, there is little 
basis for the creation of special reserves 
on the assumption of future losses. 


It can hardly be disputed that a going 
concern, in order to stay in business, must 
be able to replace its productive assets. 
The question to be decided is whether 
the excessive cost of replacement shall be 
met by an increase in the depreciation 
charge or by an allocation of funds from 
net income. The former procedure 
would, in the opinion of this writer, re- 
sult in a misuse of the depreciation 
charge, which is intended only to amor- 
tize the cost of capital assets over their 
useful life, not to provide for replace- 
ment. The necessary funds for this pur- 
pose should properly be met by the latter 
method—an appropriation of net income. 


The important difference between these 
two methods is that the former introduces 
a hypothetical cost into the corporation's 
income statement, while the latter ac- 
complishes the same objective—provision 
for replacement—without disturbing the 
statement of revenues and costs. 


If the adoption of special replacement 
reserves is assumed, the question arises 
as to what constitutes an adequate re- 
serve. The answer is implied in the pur- 
pose of the fund: to provide for the ex- 
cess of replacement over original cost of 
current equipment. The general price 
level — of both consumer and capital 
goods—has risen about fifty per cent over 
prewar days. This figure provides a good 
general measure for the size of the re- 
serve fund. A sum equal to fifty per cent 
of depreciation charges would be with- 
drawn from net income and set aside in 
a special reserve for replacement. 
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Tax Aspects 
The United States Steel addition of 
$6,700,000 for replacement costs is not 
deductible for income tax purposes. If 
it were deductible, what would be the tax 
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saving to the corporation? Again re- 
ferring to the corporation’s income report 
for the second quarter of 1947, we find 
the following statement of receipts, ex- 
penditures and income: 


U.S. Steel Corporation—Consolidated Statement of Income for 
Second Quarter for 1947 


Products and services sold 
Costs: 


1. Wages, salaries, etc. .............. 
2. Products and services bought 


$533,785,226 


Hise dls Sparano sksusans ccned ser etal 228,452,709 


212,374,721 


Wear and exhaustion of facilities 


3. Based on original cost 
4, Added to cover current cost 


. Interest 
. State, local & misc. taxes 


. Estimated federal taxes on income 


Income 


In determining income subject to the 
federal income tax, cost items 4 and 7 
were presumably excluded from the com- 
putation, yielding a taxable income of 
$57,436,868. The corporation estimate 
of federal taxes—$21,400,000—is based, 
therefore, on an effective rate of 37.28 
per cent. 

If replacement cost were recognized as 
a deduction for tax purposes, taxable in- 
come would be reduced by $6,700,000 
and the new tax bill, computed at the rate 
of 37.28 per cent, would be $18,914,504. 

The resultant tax saving would be $2, 
485,496, or approximately twelve per 
cent of the original tax bill. 

The significance of this sum can be 
partially ascertained by relating it to the 
corporation’s working capital. If the 
added replacement cost is a legitimate 
cost but is not recognized by the Treas- 
ury, the extra taxes paid may result in 
a deterioration of the firm’s working cap- 
ital, and may constitute a threat to the 
firm’s business life. 

In the table below, tax saving for 1946 
is computed for the four principal steel 


22,297,602 
6,700,000 
633,064 
12,590,262 
21,400,000 


$504,448,358 
29,336,868 


producers on the assumption that recog- 
nition of a thirty per cent addition to 
the depreciation charge would result in a 
twelve per cent reduction of its tax bill. 
This saving is then expressed as a ratio 
of working capital (excess of current as- 
sets over current liabilities). 


Again, the ratios obtained are distinct- 
ly below a significant level of one per 


cent. Failure to recognize a thirty per 
cent addition to depreciation charges 
would not seriously threaten the work- 
ing capital of these firms. 


The ratios would increase, however, 
with the use of a fifty per cent addition 
to the depreciation charge. As Terborgh 
points out,"! the prices of capital goods 
have risen about fifty per cent over their 
prewar level. Such a surcharge would 
be more realistic than the one decided 
upon by the management of United 
States Steel. Continued Treasury re- 
fusal to recognize the added cost of re- 
placement might impose severe hard- 
ships on those corporations which must 


11 Op cit., p. 11. 
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replace a large portion of their capital 
equipment at prices significantly higher 
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than the original cost of the equipment 
being replaced. 


Ratio of Tax Saving to Net Current Assets 


Net current 


USS. Steel 
Bethlehem 
Republic 

Jones & Laughlin 


Section 102 

For those firms which used a special 
replacement reserve instead of an addi- 
tional depreciation charge, no saving 
could be effected in the corporate income 
tax . Such reserves do, however, involve 
Treasury regulations regarding Section 
102 of the Internal Revenue Code, which 
imposes a penalty on corporations accum- 
ulating surplus beyond the reasonable 
needs of the business unless the corpora- 
tions prove by clear preponderance of 
evidence that the accumulation is not for 
the purpose of avoiding surtaxes on 
shareholders. 

A recent bulletin from the Internal 
Revenue Bureau should help to relieve 
business anxiety concerning Section 102. 
In their 1946 tax returns corporations 
were required to state whether they had 
distributed seventy per cent of their earn- 


$629,078,938 
308,180,756 
128,370,684 

82,987,971 
Source: Moody’s Industrials, 1947. 


Tax 
saving 
(2) 
$3,840,000 
1,860,000 
1,080,000 
540,000 


Ratio 
(2)/(Q) 
(3) 
0.60% 
0.62% 
0.86% 
0.65% 


assets 


(1) 


ings. If they had not, an explanation 
was required. In their returns for 1947, 
no explanation will be necessary if cor- 
porations choose to retain more than 
thirty per cent of their earnings. The 
abandonment of this requirement may 
stimulate the establishment of replace- 
ment reserves. 


While these reserves do not hold forth 
any promise of tax saving since they do 
not enter into the computation of net 
income, they do provide a reasonable 
answer to the problem of capital replace- 
ment. By failing to provide for the 
excess cost of replacement, firms have 
been guilty of wholesale dissipation of 
real capital. They have been distribut- 
ing as dividends portions of income 
which should have been applied to the 
replacement of productive facilities. 


OBITUARY 


The Late Victor J. Ferguson 

The Saskatchewan Institute regrets to 
announce the passing of one of its older 
members—in years of membership, Vic- 
tor J. Ferguson, F.C.A. Mr. Ferguson 
died Sunday, May 30th, at Essondale, 
B.C., where he had gone a short while 
ago in an attempt to recover his health. 
He was born in Ireland, 61 years ago, 
from where he came direct to Saskatoon. 
He was admitted to the Institute in 1914 
and established his own practice as a 
Chartered Accountant in Saskatoon in 


1917. The firm is now known as Fergu- 
son, Harris and Fingarson. Mr. Ferguson 
was a past-president of the Institute of 
Chartered Accountants of Saskatchewan, 
past-president of the Gyro Club, and was 
also a member of the Imperial Lodge, No. 
60, A.F. and A.M., Saskatoon Lodge of 
Perfection, and the Shrine. 

A prominent Anglican, he was a mem- 
bed of St. James’ Church, a member of 
the investment committee of the diocese, 
and formerly on the executive committee 
for some years. 





New Books 


An Outline of Accounting Procedure 
by S. G. Hennessey B.Com., C.A., pub- 
lished by University of Toronto Press 
—Saunders, $2.00. 

A sound elementary book. Written for 
the student, it is also a useful book for 
the business man unfamiliar with ac- 
counting technique and terminology. The 
basic technique of accounting procedure 
and the origin of the form of accounting 
records and books is set forth clearly and 
concisely with adequate illustration. The 
appended exercises and questions make 
the book suitable for class work. 

R.H.B.H. 


Accountancy Careers by K. A. Coles, 
M.A., F.C.A. (Revised by G. E. Rad- 
ford, F.S.A.A., F.C.1.S.) Published by 
Gee & Co. (Publishers) Ltd. 1948, Lon- 
don, England, 87 pages. 

This unassuming little book outlines 
the variety and intensity of work expect- 
ed of an accountant and the requirements 
of the various British Institutes. It is 
to be commended in that it takes no ad- 
vance knowledge of these things for 
granted. 

The author is under no illusions as to 
the range of advantage gained from a 
university education (for all it may be 
valuable). ‘Modern education while 
producing examination successes at an 
early age, does not tend to develop the 


habits of accuracy and neatness, nor does 
it encourage the practice of working long 
hours continuously on one subject. Grad- 
uates of universities are no better situated 
in these respects than youths straight 
from school.” 


The book gives some indication of 
what one ought to pay for goodwill if 
buying an established practice. It de- 
scribes various formulae, based upon 
profits, which set reasonable limits to 
the amount one should pay. ‘‘Purchasers 
should beware of being too optimistic 
and of imagining that they can run the 
business so much better than their pre- 
decessor; sometimes they are mistaken.” 

A perhaps incorrect inference from 
the book is that the various Iastitutes of 
Accountants are devices for making the 
difference between bookkeeping and ac- 
counting one of kind rather than de- 
gree; and that, accordingly, the process of 
“qualifying” is at least partly one of gen- 
erating sufficient energy to lift oneself 
by his own bootstraps. 


More pecuniary hope is held out for 
those accountants who embark upon an 
industrial or commercial career. The 
author outlines the duties required of 
chief accountants, cost accountants, mun- 
icipal treasurers and accountants, and 
chartered secretaries and the requirements 
for admission to the relevant institutes. 

]. B.S. 
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The Tax Department 


Cases — Regulations — Directives — Comment 


Edited by M. I. Pierce, B.A., LL.B. 


Recent Tax Cases 


The M. Co. v. Minister of National Revenue 


(Exchequer Court of Canada, Thorson P., July 20, 1948) 


Excess Profits Tax—Depressed Business—Ascertainment of Standard Profit— 

Jurisdiction of Board of Referees—Approval of Minister—Whether decision 

final and conclusive—Jurisdiction of Court to review—Excess Profits Tax Act, 
1940, secs. 5(1) and (3). 


HE M. CO., which had sustained 

operating losses in the seven years 
preceding the standard period (1936- 
1939) and also in the years 1936, 1937 
and 1938, made application in December 
1940 pursuant to section 5 of the Ex- 
cess Profits Tax Act, 1940 for the as- 
certainment of its standard profits as a 
business which was abnormally depressed 
during the standard period. The Com- 
pany’s claim was for a standard profit of 
$45,000 based on an adjusted capital em- 
ployed which included a large sum for 
depreciation which had been taken dur- 
ing the years of loss at 50% of normal 
rates. In 1941 a provision of the Act 
permitting the adjustment of standard 
profits by reference to depreciation al- 
lowances (sec. 4(1)(d)) was repealed, 
but the Company renewed its claim for 
a standard profit of $45,000 on the basis 
of a newly enacted provision (sec. 5(3)), 
which provided, in the case of a de- 
pressed business, “If . . . the Minister 
on the advice of the Board of Referees 
is satisfied that because .. . (b) the cap- 
ital has become abnormally impaired . . . 
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standard profits ascertained by reference 
*to capital employed would result in... 
excessive taxation . . . the Minister may 
direct that the standard profits be as- 
certained by the Board of Referees and 
the Board shall in its sole discretion 
thereupon ascertain the standard profits 
on such basis as the Board thinks just 
4 The Act also provided that “a 
decision of the Board [under sec. 5] 
shall not be operative until approved by 
the Minister whereupon the said decision 
shall be final and conclusive...” The 
Minister referred the application to the 
Board in the following words ‘For ad- 
vice as to whether or not departure from 
capital standard is justified and if such 
departure is justified for determination of 
standard profits under sec. 5(3). If not, 
the Board is requested to ascertain stan- 
dard profits under sec. 5(1)”. The 
Board, after a hearing at which, it was 
admitted, all relevant facts were made 
available, reported to the Minister that 
under the provisions of sec. 5(1) they 
found the Company's business was de- 
pressed during the standard period, that 
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they computed the capital employed at 
January 1, 1939 at a specified sum, and 
that they ascertained the standard profits 
of the taxpayer at $21,400, being 6% 
of the capital employed. Their report 
made no reference to sec. 5(3). The 
Company was assessed to tax for 1940 
on the basis of the standard profit so 
ascertained, and appealed therefrom, 
contending (1) that the Board had not 
considered the Company's claim under 
sec. 5(3), that therefore their advice was 
not final and conclusive and the matter 
should be remitted to the Minister for 
reference back to the Board, and (2) that 
the facts of the case brought it as a 
matter of law within sec. 5(3) and the 
Court should remit the assessment back 


Excess Profits Tax—Individual carrying on business—Rental of apartments 
and houses—Whether business as defined by sec. 3 Income War Tax Act— 
Excess Profits Tax Act, 1940, sec. 2(1) (g). 


de appellant, Anna Martin, inherited 
a duplex and a number of houses and 
apartments together with a quantity of 
furniture and fixtures, which she leased 
to tenants, furnished or unfurnished, and 
collected the rents. Out of the rentals 
she purchased additional houses and 
apartments and she converted single 
houses into duplexes and apartments and 
in some cases she let houses as shared 
accommodation. She sold no property 
at any time and handled only her 
own property. In 1939 she filed a 
declaration in the partnership register 
declaring that she intended to carry on 
the business of a rental agency for 
real estate under the firm name and 
style of the Sun Realty Company, and 
her telephone listing and letterheads were 
in the firm name. She had a neon sign 
advertising apartments and houses to 
let. She supplied heat for all her apart- 
ments and for some of her duplexes, and 
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Martin v. Minister of National Revenue 
(Exchequer Court of Canada, O’Connor J., July 30, 1948) 


to the Minister with instructions to refer 
the application to the Board for deter- 
mination of the Company's standard 
profits under sec. 5(3). 

Held: (1) It must be inferred in the 
circumstances related that the Board did 
give consideration to the claim under sec. 
5(3) and that they rejected such claim. 

(2) If the Board acted within its jur- 
isdiction and dealt with the application 
in a judicial manner, as they did, the 
Court has no jurisdiction to review their 
decision and substitute its opinion for the 
advice which the Act requires the Board 
to give and the Minister to have. 

The appeal must therefore be dis- 
missed. 















Appeal dismissed. 











she also supplied refrigeration for many 
of her apartments. She supplied elec- 
tric stoves and furniture to the extent 
that she had furniture available, and in 
some cases she supplied linen. She em- 
ployed janitors for the various apart- 
ments and had office assistants on a part 
time basis. The furniture was repaired 
and replaced from time to time. She 
was assessed to excess profits tax under 
sec. 2(1)(g) of the Excess Profits Tax 
Act, 1940, for the years 1940 to 1943 
inclusive, as a person carrying on a busi- 
ness as defined by section 3 of the In- 
come War Tax Act. She appealed from 
the assessments. 















Held: The appellant was not a mere 
owner leasing her own property but was 
engaged in commercial enterprise, and 
the appeals must be dismissed. 


O'CONNOR J.:—“Neither the word 
‘business’ nor the expression ‘carrying on 
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business’ are defined in the Excess Profits 
Tax Act. There is no principle of law 
which lays down what carrying on busi- 
ness is. Neither the English nor the 
Canadian decisions lay down any prin- 
ciple or definition or legal test to be ap- 
plied. All questions of this nature must 
of necessity be decided upon the facts of 
the particular case under consideration. 
Per Locke J., in Argue v. Minister of 
National Revenue (not yet reported). 
[See Erichsen v. Last (1881) 4 T.C. 422 
at 423 and 425.] 

“A landowner in dealing with his own 
land and granting leases thereof and so 
receiving rents and profits is not carry- 
ing on business. But the question here 
is has the appellant reached the point 
where landownership has passed into 
commercial enterprise in land. [Rosyth 
Bldg. & Estates Co. v. Rogers (1918-24) 
8 T.C. 11 at 17]. 

“The cumulative effect of the facts al- 
ready set out lead me to the conclusion 
that the appellant carried on business 
within the meaning of sec. 2(1)(g) of 
the Act. 

“The services, heat, refrigeration, elec- 
tric stoves, furniture and linen were not 
something separate and apart from the 
letting of the apartments, i.e., the land 
owning. What was let, paid for and 
used were the apartments plus the ser- 
vices, as constituting one composite whole. 

“On the facts here, in my opinion, the 
appellant was not a mere owner leasing 
her own property but was engaged in 
commercial enterprise. The accommo- 
dation of the property was used as the 
subject matter of the business. 

“For these reasons the appeals will be 
dismissed with costs.” 

Appeals Dismissed. 


Comment 

Although the Excess Profits Tax Act 
is no longer operative, the new Income 
Tax Act, 1948, shortly to come into ef- 
fect, specifically provides that “‘busi- 





nesses” shall be taxable on the profits 
therefrom. This judgment by Mr. Jus- 
tice O’Connor on the construction of the 
phrase “carrying on business” will, there- 
fore have a continuing effect, and his 
statement that ‘A landowner in dealing 
with his own land and granting leases 
thereof and so receiving rents and profits 
is not carrying on business”, calls for 
consideration. 


This statement, it is inferred, is culled 
from certain decisions on the British In- 
come Tax Act. In dealing with deci- 
sions on the British Act, it is essential to 
realize that the British Act does not, 
like its Canadian counterpart, lump all 
income together whatever the source, but 
allocates income to five distinct sources 
(the five Schedules), to wit (A) the 
ownership of land, (B) the occupation 
of land, (C) interest, annuities, divi- 
dends, etc., (D) the annual profits or 
gains from property or from any trade, 
profession, employment or vocation, etc., 
(E) every public office or employment of 
profit, etc. For each of these five sources 
there are special rules for computing the 
income chargeable to tax. 


Thus, under the British Act, a land- 
owner is charged to tax, not on the profits 
which he derives from his ownership of 
land, but on the annual value of the 
land as determined in accordance with 
the rules laid down in Schedule A. The 
annual value as so determined may not 
infrequently be either more or less than 
the profits which the owner in fact de- 
rives from his use of the land. Yet, so 
long as such use is referable to the 
ownership of the land, as e.g. the grant- 
ing of leases of occupancy or the opera- 
tion of a sand pit or of an aerodrome, 
the owner's liability to tax is exhausted 
under Schedule A although his actual 
profits may be much greater than the an- 
nual value as so determined thereunder, 
and he cannot be assessed in respect of 
his actual profits under Schedule D on 
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the claim that he is actually carrying on 
a trade. In Smith v. Lion Brewery Co. 
[1911] A.C. 150, Lord Loreburn, L.C. 
said: ““You cannot, by saying that a man 
carries on the business of owning house 
property, shift the method of assessing 
that property for income tax from Sched- 
ule A to Schedule D’. This statement 
was expressly approved by Lord Dunedin 
in the leading case on the subject: Salis- 
bury House Lid. v. Fry [1930] A.C. 432. 

In a recent case, Croft v. Sywell Aero- 
drome Lid. [1941] 24 T.C. 126, Lord 
Greene, M.R., delivering the judgment 
of the majority of the Court of Appeal, 
said: “. . . where profits are referable to 
property or occupation, the Crown, like 
the subject, is bound by the statutory 
measure in accordance with which such 
profits fall to be ascertained. A further 
ptinciple I think also emerges, namely, 
that even if the profits in question are 


. new Income Tax Actprovides for a 
tax on income for the year from all 
sources, but unlike its predecessor con- 
tains no definition of “income”. In re- 
spect of three sources of income, namely 
property, businesses, offices and employ- 
ments, the method of computing income 
is set forth, and in the interpretation 
section of the statute the word “‘business” 
is defined as including, amongst other 
things, “an adventure or concern in the 
nature of trade’. 

Shortly before the new Act was intro- 
duced in the House of Commons in its 
revised form, a review of Farnsworth’s 
“Income Tax Case Law’, a treatise on 
the British Income Tax Act, appeared in 
the May issue of this magazine. In this 
work Dr. Farnsworth pointed out a di- 
vergence between the British and United 
States concepts of “income” under their 


The Meaning of "Income" in the New Income Tax Act 
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made by means of a highly organized 
commercial operation such that in ordin- 
ary parlance would be described as a 
trading operation, the relevant Sched- 
ule, be it A or B, must be applied. Once 
a profit is referable to property or occu- 
pation, in that category it must remain. 
It cannot be taken out of that category 
by calling the operation which gives rise 
to it a trading operation.” 

It follows that where an owner or oc- 
cupier of land is being assessed in re- 
spect of his use of the property, dicta in 
British decisions must be treated with 
extreme diffidence, if not ignored, under 
our very different Statute. In particular, 
it is suggested that there is no warrant 
under the Canadian Act for stating as a 
matter of law that a landowner in deal- 
ing with his own land and granting 
leases thereof and so receiving rents and 
profits is not carrying on business. 


respective statutes. Thus under the British 
Act, Dr. Farnsworth said, the profit on 
an isolated sale of a capital asset is not 
chargeable, whilst under the American 
statute such a profit is taxable as being 
income. ‘This basic divergence, it was 
inferred by the reviewer of Dr. Farns- 
worth’s book, flowed from differences in 
the language of the two statutes. The 
British Act does not impose a tax on 
“income” pure and simple; it imposes 
tax under five distinct Schedules, most 
significant of which is Schedule D, which 
charges to tax the annual profits or gains 
from property or trade. (By sec. 237 of 
the British Act “trade” is declared to in- 
clude “every trade, manufacture, adven- 
ture or concern in the nature of trade’’.) 
The annual profits under Schedule D are 
further classified into 6 distinct subdivis- 
ions, and most extensive and elaborate 
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tules are provided for the computation 
of the amount chargeable. In the United 
States, the picture is quite different. 
There the XVIth Amendment to the 
Constitution provides that Congress may 
impose a tax on “incomes from whatever 
sources derived,” and it has been auth- 
oritatively determined by the United 
States Supreme Court that income means 
“the gain derived from capital, from 
labour, or from both combined, provided 
it be understood to include profit gained 
through a sale or conversion of capital 
assets... .” (Eisner v. Macomber 252 
U.S. 189). It is in virtue of this italic- 
ised portion of the definition of “‘in- 
come” that the tax on capital gains is 
imposed in the United States. 


In referring to this divergence between 
the American and British concepts of 
income chargeable to tax, the reviewer of 
Dr. Farnsworth’s book suggested that the 
new Canadian statute, by charging in- 
come from all sources to tax without 
furnishing any definition of income, 
might result in the adoption by the 
Canadian Courts of a definition of “‘in- 
come” not unlike that which the United 
States Supreme Court laid down in Essner 
v. Macomber. At any rate, it does not 
seem far-fetched in the light of the fore- 
going to suppose that the new statute 
may well broaden the base of taxation. 


Apart from the charge on income, it 
seems likely, moreover, that the inclusion 
of “an adventure or concern in the nature 
of trade” within the definition of “busi- 
ness” may well have the effect of ex- 
tending the field of taxable transactions. 
This phrase* in the British Act has been 
called on to support the charge to tax 


*Under the British Act it has been said 
the phrase “in the nature of trade” refers 
only to the word “concern”, and the word 
“adventure” ig not so limited: it may be 
questioned whether this is true under the 
Canadian Act. 
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of profits made from isolated transac- 
tions, providing only that the transac- 
tions bore the distinguishing character- 
istics of trade. Whether transactions of 
that kind were or were not taxable under 
the Income War Tax Act, of which there 
may be some justifiable doubt, there 
would appear to be small room for doubt 
under the new Act. 


The expression of some of these 
thoughts in the course of reviewing Dr. 
Farnsworth’s book brought the following 
interchange of correspondence with Mr. 
H. D. Clapperton, C.A., of the firm of 
Riddell, Stead, Graham & Hutchison, 
Montreal. 


Mr. H. D. Clapperton Disagrees 
1 June, 1948. 
Dear Mr. Pierce: I have read with a 
great deal of interest the excellent review 
of Dr. Farnsworth’s book in the May 
issue. Particularly have I been struck 
by your remarks regarding the different 
concepts of income. However, I am not 
sure that I altogether agree with the con- 
clusions. It is true that the British in- 
come tax acts nowhere define income but, 
in my opinion, the British view as to 
what is income is derived not only from 
the schedules and rules as stated in your 
review, but also from the general prin- 
ciples. ‘Now, the principle, I think, is 
very clear and has been established by 
many cases. The appreciation of an art- 
icle, the subject of property, whether it 
is the property of an individual or 
whether it is the property of a Company, 
is not taxed as such, but it is taxed if 
the realization of that appreciation forms 
part of a trade, because then the trade is 
taxed and this is an item in the trade”. 
(Collins v. Firth Brearly Stainless Steel 
Syndicate (1925) 9 T.C.). 
In other words, I do not think it fol- 
lows that so called capital gains are free 
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of tax because they do not come within 
the schedular classification. They are 
free of tax because, to quote Mr. Justice 
Rowlatt, “the principle has been estab- 
lished that mere appreciation of an article 
is not taxed as such”. 


If you admit, therefore, that legal 
principle determines that income is “‘not 
a gain accruing to capital, not a growth 
or increment in value in the investment” 
then the word “income” solus will not, 
I think, cover so called capital gains. 


Even if the word “income”. were wide 
enough to cover capital gains, there is 
the question of capital losses to be faced. 
Equity would seem to require that capital 
gains be offset by capital losses. As the 
new Act prohibits the deduction of capi- 
tal losses in computing income, it cannot 
in justice include capital gains as income. 


My conclusion, therefore, differing 
from your's, is that if the present defin- 
ition of income is carried through Par- 
liament, it seems unlikely that it will re- 
sult in a tax on “capital gains”. 

H. D. CLAPPERTON, C.A. 


Reply 

8 June, 1948. 
Dear Mr. Clapperton: I am bound to 
say that in my view the case you cite 
supports my contention that what the 
British Act taxes is not “‘income’’ but the 
net profit or gain from trade (Schedule 
D, Case 1). It was held in that case 
that the sale of certain patents was not 
part of the company’s business, and for 
that reason that no tax was due. It is 
true that it is often said that the principle 
has been established that the apprecia- 
tion of an article is not taxed under the 
British Act, but this, it seems to me, is 
merely another way of saying that such 
an increment in value it not a profit on 
gain from trade. The key to the problem 

is the word “trade”. 
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Only recently my attention was struck 
by a decision of the Court of Ap- 
peal of England on this point: Smith 
Barry v. Cordy (1946) 28 T.C. 250. 
Here the appellant purchased a number 
of life insurance policies on other per- 
sons’ lives in order to provide himself 
a regular income. Some years later, in 
contemplation of settling in India, he 
sold all of such policies which had not 
matured, at a gain of some £8,000. He 
objected to assessment under Sch. D. 
Case 1 in respect of this sum, contend- 
ing that it was a capital accretion on his 
investment. The Crown contended the 
accretion represented profits from an ad- 
venture or concern in the nature of trade. 
Macnaghten J. allowed the taxpayer's 
appeal on the ground “that it would be 
an unwarrantable extension of the mean- 
ing of the word ‘trade’ to hold that the 
transactions in this case were transactions 
representing ‘an adventure or concern in 
the nature of trade’.” He pointed out 
that no case had been cited to him in 
which a person was held assessable to 
income tax who had bought something 
with the intention of keeping it. 
On appeal, however, Macnaghten J.’s 
judgment was reversed. It is not 
possible here to quote at length from 
this decision, but I think it es- 
tablishes that what might well be 
deemed a capital gain by an accountant 
is nevertheless chargeable under Schedule 
D, Case 1 if it is a profit or gain from a 
concern or adventure in the nature of 
trade. And I think a close examination 
of the British decisions will establish that 
the Courts have never confined them- 
selves to determining in limine whether 
any particular profit or gain bears the 
quality of capital and is therefore as a 
matter of principle outside the contem- 
plation of the Act, but rather have sought 
to ascertain whether it falls within any 
of the charging provisions of the Act; 
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if not, then it is not dutiable, and the 
fact that it is said to be of a capital 
nature is merely another way of saying 
that it is not within any of the charging 
provisions. Capital gains are usually 
free of tax, under the British Act, not 
because of any 4 priori determination 
arising from their nature but because the 
precise words of the charging provision 
do not cover them. 

On page 6 of his book Dr. Farnsworth 
says: “If, therefore, an alleged ‘profit or 
gain’ cannot be brought within any of 
the rules of the various Schedules, then 
it is not ‘income’ within the purview of 
the Acts. This probably accounts for 
the profit on the sale of a capital asset 
never having been regarded as being of 
an ‘income’ nature unless it arose in the 
course of trading or dealing in property, 
since the basis of assessment under 
Schedules A and B, viz., the annual value 
of the property, and the terms of Sched- 
ules C and E, excluded any possibility of 
a ‘capital profit’ being brought within 
their scope; thus Schedule D alone could 
deal with, if at all, profits arising from 
the purchase or sale of property—using 
that term in its most general sense 
whether the transactions be one or 
many.” 

As to your reference to the disallow- 
ance of capital losses under the Canadian 
Act, this provision, when applied merely 
to the determination of trading profits, 
is sound enough, I think. If, however, 
the new definition of “income’’ permits 
the taxation of so-called capital gains 
then it would certainly appear to be in- 
equitable that capital losses should be 
barred from deduction as a set-off against 
capital gains, if such indeed is the case. 


M. I. PIERCE. 
Rejoinder 
10 June, 1948. 


Dear -Mr. Pierce: It seems to me that 
you concentrate your attention solely on 
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Case 1 of Schedule D, which deals with 
trading, to the exclusion of Case 6. The 
latter Case covers ‘“Tax in respect of any 
annual profits or gains not falling under 
any of the foregoing Cases and not 
charged by virtue of any other Schedule.” 
This so called sweeping up Case un- 
doubtedly raises the question of the 
nature of income because it taxes any 
annual profits or gains. Listen to Mr. 
Justice Rowlatt. In Ryall v. Hoare 
[1923] 2 K.B. 447 he said—‘“Two kinds 
of emolument may be excluded from 
Case 6. First, anything in the nature 
of capital accretion is excluded as being 
outside the scope and meaning of these 
Acts confirmed by the usage of a cent- 
ury”. In other words, capital accretion 
is not in the nature of income. That 
Mr. Justice Rowlatt understood annual 
profit or gains to mean annual profit or 
gains in the nature of income is clear 
from Sherwin v. Barnes (1931) 16 T.C., 
from which I quote—'The question is 
simply this: first of all, is this receipt in 
the nature of income? If it is in the 
nature of income, then does it fall within 
the year?” 

One thing this interchange of letters 
has brought out clearly is that if the 
wording of the new Act stands un- 
changed, there is likely to be a difference 
of opinion as to what constitutes “in- 
come’. That, I believe, was really your 
point and on that I am at one with you. 

Apparently this point has occurred to 
H. H. Stikeman for I notice that he 
suggests that Section 4 be changed to 
read—'‘Subject to the other provisions of 
this Part, income for a taxation year from 
a business or property shall be the pro- 
fits earned therefrom in the nature of 
income calculated in accordance with 
generally accepted business practices.” 
He adds that the phrase “in the nature 
of income’ has been inserted in order to 
guard against the inclusion of items of a 
capital nature. H. D. CLAPPERTON. 
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Undistributed Income — Write-off of Goodwill — 
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construction 


—Bagg v. Minister of National Revenue 


HE recent decision of Mr. Justice 
.& O'Connor of the Exchequer Court of 
Canada in Bagg v. Minister of National 
Revenue, a synopsis of which is contained 
in the April issue of this journal, con- 
tains some points of more than ordinary 
interest. Briefly the facts in that case 
were these. A Dominion company wrote 
off an asset of goodwill over a period of 
years, thereby converting on its books 
what would have been an earned surplus 
of $38,000 to a deficit of $102,000. Im- 
mediately afterwards, the company by 
supplementary letters patent reduced its 
capital stock from $200,000 to $79,200, 
the value of its remaining assets, by can- 
celling certain unissued shares of its or- 
iginal capital stock and by reducing the 
par value of the issued shares. These 
were then converted into common and 
preferred shares, the latter (which rep- 
resented by far the greater part of the 
capital stock) being made redeemable on 
payment of their par value plus a fixed 
premium and accumulated dividends. 
Soon afterwards the preferred shares 
were redeemed, and a few years later the 
company was wound up. The only issue 
in the case heard by Mr. Justice O’Con- 
nor was in respect of the $38,000 undis- 
tributed income, which the Revenue 
claimed became income of the sharehold- 
ers at the date of the reorganization of 
the capital structure under section 16(1) 
and section 15 of the Income War Tax 
Act. 


Mr. Justice O'Connor rejected the 
Revenue’s contention under _ section 
16(1) on grounds which are no longer 
of great interest in view of an amend- 
ment to the Act. He also dwelt on the 
effect of the redemption of the prefer- 
ence shares, but as his remarks on this 
question were obiter dicta, i.e., not part 
of his decision on the real questions at 


issue, it is mot necessary to consider 
them here. 


Shareholders Chargeable 


Mr. Justice O'Connor did hold the 
shareholders chargeable to tax in respect 
of the $38,000 undistributed income on 
hand at the date of the re-organization 
of the capital structure of the company 
and the reduction of its paid-in capital. 
He held that under section 15 of the 
Act the effect of the reduction of the cap- 
ital stock to the amount of the remaining 
assets, which, on counsel’s admission, in- 
cluded the $38,000 undistributed income, 
was to capitalize such undistributed in- 
come. The learned Judge rejected the 
contention asserted on behalf of the ap- 
pellant that the undistributed income 
had been capitalized previously in writ- 
ing off the goodwill. It appears to have 
been O'Connor J.’s view, though his reas- 
ons are vague on this point, that undis- 
tributed income can only be capitalized 
by the issuance of new paid-up shares or 
by increasing the paid-up value of out- 
standing shares. 


This judgment decides then that the 
undistributed income of $38,000 was not 
capitalized in the process of writing off 
the goodwill but that it was capitalized 
in the process of reducing the capital 
stock inasmuch as it constituted part of 
the capital assets represented by the re- 
duced and substituted share capital. 


"Undistributed Income" 


The decision impinges on but does not 
illumine the expressions “undistributed 
income” and “undistributed income on 
hand” in sections 13 to 20 of the Income 
War Tax Act. These expressions have 
been before the Courts on two or three 
previous occasions, but upon issues which 
did not call for their analysis. As a re- 
sult their meaning and extent have had 
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to be determined by the Revenue Depart- 
ment for administrative purposes. The 
construction placed upon them by the 
Department is stated as follows by Ar- 
thur W. Gilmour (“Income Tax Hand- 
book”, 1947 ed., page 227): 
“. . . briefly it (undistributed income) 
may be said to comprise all income, 
whether taxable or exempt, which has 
been accumulated by the company 
since 1916, and which has not prev- 
iously been reduced by losses, whether 
capital or revenue, tax payments and 
dividend distributions.” (Italics ad- 
ded.) 
Mr. Gilmour states, further on, that it is 
only the net realized capital losses after 
offsetting any capital profits which are 
permitted to reduce the undistributed in- 
come. As to write-offs of goodwill he 
has this to say (p. 229): 


“In the majority of companies, the 
goodwill account is simply a balancing 
figure to fill in the deficiency of the 
value of tangible assets acquired and 
capital stock issued. For this reason 
the Income Tax Department considers 
most Goodwill accounts to represent 
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an asset which never did exist, and for 
that reason refuses to recognize 
amounts written off goodwill as being 
a realized capital loss. Obviously there 
will be other cases where the goodwill 
was a bona fide asset purchased for 
cash from third parties, and if it can 
be shown that this goodwill has since 
lost its value, then it would appear 
that such a write-off would be recog- 
nized as being a realized capital loss.” 


It will thus be seen that in the compu- 
tation of «undistributed income for the 
purposes of sections 13 to 20 of the Act 
the Revenue Department adopts a more 
generous attitude than the Act permits 
in the computation of the amount of the 
profits or gains to be assessed (section 
6). The Department has, in fact, bowed 
to the accountancy profession on this 
matter, except for the requirement of 
strict proof that a capital loss has in fact 
been sustained and not merely entered 
on the books. 


So far as it goes Mr. Justice O’Con- 
nor’s judgment supports the Department's 
attitude towards goodwill in the compu- 
tation of “undistributed income”. 





Those who write, whether it be for newspapers or publications or possibly 
merely by way of confidential reporting, are usually careful to ensure that the 
facts to which they refer are indeed true facts and that they are put forward 
in such a way as to be fair and not misleading. One does not “damn with faint 


praise” if it can be avoided. 


We heard recently for the first time of what must be a classic and extreme 
incident of this type and we pass it on for what it is worth. 


The captain of a vessel, having warned his mate from time to time of in- 
sobriety, finally found it necessary to make an entry in the ship’s log “Mate 


drunk all day”. 


met with the calm response “It’s true, isn’t it?” 


The mate, on seeing this, remonstrated violently and was merely 


Some days later, when the mate 


wrote up the log, he reported “Captain sober all day” and retorted to the inevitable 


complaint “Well—it’s true, isn’t it?” 
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J. E. SMYTH, C.A., EDITOR 


NOTES AND COMMENTS 


We have been thinking about inventories recently and among other things 
reconsidering their status as a current asset. Now the difference between current 
assets (particularly those valued at cost rather than realizable value) and fixed 
assets is only one of degree, and we suspect inventories, keeping that argument 
in reserve, must have been the last to creep under the wire into the current section. 


We find much in the current controversy over first-in first-out and last-in 
first-out methods of inventory valuation to give one pause for thought concerning 
the liquidity of inventories generally. Of course both sides usually concede, as a 
preliminary to battle, that tracing the identity of like units in an inventory is irrele- 
vant and should not be allowed to influence the decision. Nevertheless, in our 
opinion no argument proceeds very far without picturing, as an expedient at 
least, either a flow of goods in the sequence of their acquisition (“fifo”) or a 
more or less permanent investment in a quantity of goods considered as a working 
minimum for continued business operations, with current purchases bouncing off 
a fixed stock-pile into production (“‘lifo’’). 


From here it is an easy step for the lifo-ists to deny any change in the 
book value of inventories (except for that resulting from a change in physical 
quantity over the year) a place in the measurement of income. They say that 
such a change in value is never realized because the basic inventory is never sold 
and that, accordingly, the usual figure for net profits is seriously overstated (or 
understated) by “inventory profits” (or “inventory losses”) in periods of chang- 
ing replacement costs. The trouble is, by present practice the whole quantity of 
inventory and not merely the change in quantity is subject to re-valuation each 
year end. 


Accountants who have been accustomed to think of their “lower of cost 
or market” criterion as being “conservative” will be surprised indeed at some 
of the estimates of the portion of corporate profits which can by this theory 
be ascribed exclusively to the effect of changing costs upon their conventionally- 
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valued inventories. The United States Department of Commerce estimates, as 
published in the Supplement to the Survey of Current Business, July 1947, show 
$4.7 billion “inventory profits” in 1946 corporate profits after taxes of $12.5 
billion. 

One writer sums up the lifo position thus: “ ... to a going concern most 
of the inventory profits are not only unrealized , but they are also unrealizable 
if the concern is to continue in business. Even though inventories are constantly 
being turned over, a certain quantity of inventories is a part of the capital equip- 
ment of the business. Increases or decreases in inventory values are analogous in 
every essential to unrealized capital gains or losses”. “A part of the capital 
equipment of the business’”—that is the implication of the lifo argument which 
we are trying to emphasize here. 

Basically the choice between fifo and lifo comes however to this: Do we 
think revenue should be charged with what has been spent on what has been sold 
or should it be charged instead with what must be spent to replace what has been 
sold? It is quite true therefore that the main drive behind this debate emerges 
not from the side of asset evaluation at all but rather from the side of income 
measurement. Still, one’s philosophy of inventories becomes involved in the 
hostilities because inventories are really the residual costs after we have decided 
upon the figure for cost of goods sold (even though in practice inventories are 
often valued first, with this in mind). 

In summary, we submit that the number of people who support the status 
of inventories as a current asset must ultimately be reduced by those who, whatever 
their number, advocate last-in first-out inventory valuation; these persons seem 
implicitly to regard some part of inventories as a permanent investment. We 


would like to hear from some of our fifo-ist readers who disagree. 
* * . * 




























Correspondence 


Hamilton, Ontario. 

Dear Sir: Your letter from “Unhappy Reader” in the May issue concerning 
a subsidiary which owns shares in its parent company reminds me that although 
I have seen references to this problem in the magazine on several occasions, never 
have I seen what I consider to be the correct solution. 

This treats the problem as one involving interdependent variables. The net 
worth of neither company (and consequent elimination) can be determined until 
the net worth of the other company has been determined. This requires an alge- 
braic solution or, arithmetically, the trial-and-error method. 

The algebraic solution can be stated as follows: 


PARENT COMPANY (P) 
ASSETS LIABILITIES AND CAPITAL 
Net assets, other than Capital stock (2,000 shares) $200,000 

investment in subsidiary $300,000 Earned surplus .................... 140,000 
Investment in subsidiary 





























$340,000 
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SUBSIDIARY (8S) 


ASSETS LIABILITIES AND CAPITAL 
Net assets, other than in- Capital stock (500 shares) $ 50,000 
vestment in parent com- Earned surplus ................-... 75,000 
I, ana istic itis’ $100,000 
Investment in parent 
company (250 shares)... 25,000 





$125,000 








$125,000 





Then 













P = 300,000 + .8S (1) 

S = 100,000 + .125P (2) 

(2)x8: P=—800,000 + 8S (3) 
(1) — (3) 7.2S = 1,100,000 (4) 


S = $152,777.78 
Sub. in (1) P = 300,000 + 122,222.22 
P = $422,222.22 


The foregoing was taken from an American text (Walton, Chicago) and 
as it differs materially from views expressed by Canadian and English authorities, 
it should be of interest to your readers. 

The consolidated balance sheet prepared on this basis would show on the 
liability side: 





I sli saad ence toc gcafesicdn gpaenemnrenevns toupee a $ 30,555.56 
Capital and surplus: 


Capital stock issued ................ $200,000.00 
Less Stock held by subsidiary 25,000.00 $175,000.00 










NT shai Sopcnibintloepciainsonicenniniebin 194,444.44 


369,444.44 








$400,000.00 


The other method would show: 


NN adie tdi niki dadei sais ssiiiahiccs oxanietbeblacbeuaesaiaeaaie $ 25,000.00 
NN ind wenisttnnrersarectasiniy $200,000.00 


Less Held by subsidiary ...........0...0.00cccce 25,000.00 












175,000.00 
IN ch asec dcp ids heady ondsvienstescavnviasavenees 140,000.00 
UnPP NNN scans Sis htdinncannsconababastbntrdbans 60,000.00 







$400,000.00 






Yours sincerely, 
H. W. BALDWIN. 


Students’ Department 


Editor's Note 


For our own part we have found Mr. Baldwin's proposition very stimulating 
and would urge our readers to give it their careful consideration. We take “P” 
and ‘‘S” to be the “true” net worth of the parent and subsidiary companies 
respectfully. We also interpret the equations to be based on the fact that the 
balance sheet of the parent company shows a net worth which is inaccurate since 
not all its capital stock is in fact outstanding; and that, in turn, the balance sheet 
of the subsidiary company must therefore show a net worth whick. is also inaccurate 
since its net assets include an investment in the parent company. The minority 
interest in Mr. Baldwin’s consolidated balance sheet is computed as 100/500 of 
$152,777.78 = $30,555.56 and the total of capital and surplus is 1,750/2,000 
of $422,222.22 = $369,444.44. 

* * * * 


Solution to Last Month's Puzzle 


A looked at his companions and saw two black marks. He analysed B's 
reasoning as follows: “If B saw a red mark on A and a black mark on C, B would 
know he was black because C had whistled. B would then have immediately 
stated his colour as black." However, when B didn’t give an answer at once, 
A knew that both A and C must be black to make B hesitate. After the pause 
in which B said nothing A said he was black and was right. 


* = * * 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by practising members of the 
several provincial Institutes and represent the personal views and opinions of those 
members. They are designed not as models for submission to the examiner but 
rather as such discussion and explanation of the problem as will make its study 
of benefit to the student. Discussion of solutions presented is cordially invited. 


Problem | 
INTERMEDIATE EXAMINATION, DECEMBER 1947 


Accounting II, Question 2 (20 marks) 


A, B, C and D are partners in Canada Grease Company, sharing profits as follows: 


On Ist June 1946 the partners agreed as follows: 

(a) To incorporate a company, Canada Grease Limited, with an authorized 
capital of 1,000,000 no par value shares. 

(b) To cause Canada Grease Limited to purchase the assets, other than the 
cash necessary to pay off D, and assume the liabilities of the partnership 
as a going concern as of 3lst December 1946. The purchase is to be made 
at book values except that the inventory is to be written down 25% 

To take in payment for their interests in Canada Grease Company, shares 
in Canada Grease Limited at a stated value of $1.00 per share, except that 
partner D will be paid cash for his interest in the partnership instead of 
taking shares in the new corporation. In the event of partners’ debit bal- 
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ances obtaining, they are to be borne by the other partners in the ratio of 
their capital balances at the date of dissolution. 
(d) To dissolve the partnership, Canada Grease Company, after the completion 
of the foregoing transactions. 
The general ledger balances on 3lst December 1946, after closing but before 
adjusting the inventory, were as follows: 
Dr. Cr. 
$ 50,000 
150,000 
Inventory 500,000 
Fixed assets 600,000 
Reserve for depreciation $ 450,000 
Accounts payable 415,000 
A—capital account 40,000 
B—capital account 220,000 
C—capital account 125,000 
D—capital account 50,000 


$1,300,000 $1,300,000 


Required: 
(a) Journal entries to close out the books of Canada Grease Company. 
(b) Journal entries to open the new books of Canada Grease Limited. 


Solution 
CANADA GREASE COMPANY 
(a) JOURNAL ENTRIES, 3lst DECEMBER, 1946 
Dr. 
435,000 


415,000 
450,000 


Realization account 
Accounts payable 


Reserve for depreciation 
50,000 


150,000 
500,000 
600,000 


To Accounts receivable 
To Inventories 
To Fixed assets 
To close out assets and liabilities to realization account. 


A—capital 
B—capital 
C—capital 
D—capital 
To Realization account 
To write down inventory of $500,000 by 25% and 
charge loss to partners’ accounts as under: 
$ 50,000 
50,000 
12,500 
12,500 


125,000 
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MDP cata Sabie sesiczss aceun ia saves taco aabubnbeodcone Sneacep ican yaa ieeckavaeeiea mtetaanaoieeens 
TD IE soe Tae Spin cnnednnedicdnamnni 10,000 


To write off A’s debit balance in proportion 
to capital accounts of other partners. 
Capital Loss 
OP rpiiasipasilascciiat: $170,000 5,312 
eb ge occu lok 112,500 













320,000 





Pa GNMNLR OR RUONNNING © a ge iss wacscsstsceninsdcnapiesiesbisnsateniassiacadtscasdsainsinscicceaststéessnee 
TO TORMEAOR GROIN issih hick Ga Rida 






To record payment in cash of balance of D’s capital account. 







STRIPS UR URERINIER oo casa ecse ccvesvececsxcdsnucesnsssenesazca eevatncsavupsipeasepssaquevassgsone 273,672 
ED MU EMNIUUENNE GUIIMNIND © 6 ntscis cases ckccasesiniss comssasstatsseosecesienessvedsesteselecse 273,672 







To set up amount due from new company, made up as follows: 











a sary aise sag ei caxasessbes siaaesanscthiycapansepiasbniaieieeanewrt $ 13,672 
PERCOGUUN TOCRIVOIIO:  nciscsscsscecsssccsstiercesiocgncncsees 150,000 
ERVORUOTION (BE TIGR) ices ccvsescsccescsasssssecsossccssseses 375,000 
PORMONE WAMU, sock scenshonsssnsssccesseccseuisseedespestbsacdvie’ 600,000 
——-_ 1,138,672 

Deduct: 

Reserve for depreciation ...............:::c::cc00 450,000 

PCCOUBUE QUODID asicisnssescisescsssccaccccsssaconses 415,000 






865,000 






$ 273,672 







Shares in Canada Grease Limited .........:is.ssisssssserssssccovesesessssssssssesncessoeeane $273,672 
To Cami GCHOMRS EMO s.isiisis sj ah hatie Mn 273,672 
To record 273,672 shares of Canada Grease Limited received for 
the sale of the business of Canada Grease Company at a stated 
value of $1. per share. 








ANE csissinsiesihelbntiaitia Aidt dnatthisatiebeti SAL pisses tee cals 164,688 
OMNI sisi acoisec sits sean tains ests side nats ans Shak ps panne cloaeayervsnaghagwcostonacvonsaaathey 108,984 


To shares in Canada Grease Limited. .................cccccccsssescssscssscsesess 273,672 







To record distribution to the partners of the shares of Canada 
Grease Limited at a stated value of $1 per share. 
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CANADA GREASE LIMITED 
(b) JOURNAL ENTRIES, Ist JANUARY, 1947 


Accounts receivable 
Inventories 
Fixed assets 
To Reserve for depreciation 450,000 
To Accounts payable 415,000 
To Canada Grease Company 273,672 
To record assets and liabilities acquired from 
Canada Grease Company. 


Canada Grease Company 273,672 
To Capital stock 273,672 


To record issue of 273,672 shares of stock at a stated value of $1 

per share in payment for assets less liabilities of Canada 

Grease Company. 
Editor’s Note: 

The editor submits the following as an alternative to journal entries (1) 
and (4) in part (a) of the above solution: 


Dr. Cr. 


Realization account 398,672 
Accounts payable 415,000 


Reserve for depreciation 
Cash 13,672 


Accounts receivable 150,000 
Inventories 500,000 
Fixed assets 600,000 


To close out the asset and liability accounts to realization 
account, except for the cash required to pay D. 


D—Capital account 


To record payment in cash to D in the amount of the adjusted 
balance in his capital account. 


Problem 2 
FINAL EXAMINATION, DECEMBER 1947 


Accounting III, Question 1 (10 marks) 


Two firms handling similar lines contemplate merging their businesses. You 
are requested to examine the books of both companies and report on matters 
pertinent to the merger and enumerate the data or statements you would include 


in such a report. 
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The main requirement of such a report would be uniformity in the presenta- 
tion of the figures for both companies. 

Statements should include balance sheets and profit and loss accounts for the 
past several years—say five. 

Data should be prepared showing trends of sales, profits, collection of ac- 
counts, etc. 
Particular mention should be made on the following items:— 










Balance Sheet 
1. Accounts Receivable—Collectibility. 


—Statement showing aging, etc. 
2. Reserve for bad debts—Adequacy. 
3. Investments—Market value. 
4. Inventories—Basis of pricing. 
—Obsolescence. 
—Method of stock-taking. 
5. Fixed Assets—Basis of value. 
—Appraisal or condition. 
—Titles. 
6. Liabilities—Method of ascertainment. 


Operating Statements 
1. Basis of depreciation charges. 
. Management and other salaries. 
. Repairs and replacements—adequacy. 
. Extraneous profits and losses. 
. Ability to take cash discounts. 
. Allowances to customers for discounts. 
. Methods of buying, cost of freight and express, etc. 
. Trend of gross profit. 
. Trend of expenses. 
. Any adjustment that may be necessary to change the historical basis to a 
prospective basis, such as depreciation, interest, management salary, etc. 










SOON AAS W PO 


— 






Income Tax 
1. Income tax assessments. 
2. Depreciation available for tax purposes. 
3. Loss carry-forward provisions of the Income Tax Act. 
4. Undistributed taxable income. 
5. Inventory reserves allowed for tax purposes but not recorded on books. 








Problem 3 
FINAL EXAMINATION, DECEMBER 1947 
Accounting III, Question 2 (15 marks) 


On Ist January, 1946, Company A acquired 85% of the stock of Company 
B at 160 per share and 90% of the stock of Company C at 130. 
The net worth of Companies B and C as at that date was as follows: 









Capital Surplus 
NN  iaheans acs apne cisins abies cacgineniete cusses $150,000 $75,000 
sia sachs cnt sptnnnsitonsvabeisidsaiesniniae Splatt od 100,000 25,000 






During 1946, Company B made a profit of $40,000 and paid a dividend of 
$20,000; Company C lost $10,000 and paid a dividend of $5,000. 
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Required: 

Prepare journal entries in Company A’s books to record the above transac- 
tions; also prepare working papers to determine the goodwill, minority interests 
and consolidated surplus to appear in a Consolidated Balance Sheet as at 31st 
December, 1946. Surplus of A at that date, before taking up profit or loss of 
subsidiaries, was $75,000. 

Solution 
JOURNAL ENTRIES 
Investment in Company A $204,000 
$204,000 
To record the purchase of 1,275 Shares 
at 160 of Company A. 
Investment in Company B 117,000 
To Cash 117,000 
To record the purchase of 900 Shares at 130 of 
Company B. 


Investment in A 
34,000 


To Investment in A 17,000 
Receipt of dividend. 
Profit and Loss 
To Investment in Company C 
To take up 90% of loss of Company C. 


To Investment in B 
Receipt of dividend. 
[See page 167 for remainder of solution.] 


The Bloodless Accountant 


Men in charge of businesses often say to me, “Find me an accountant who is 
as interested in helping us to make profits as he is in showing us how to save 
money—the majority of accountants take too negative a view—they tell you what 
you can’t do, but are not so good at telling you what you can do.” 

Another frequent remark is, “Very few accountants can really handle men— 
they are good at their own trade, but once ask them to do more than get out 
figures—if you want them to handle a human situation or to deal with people 
instead of books, they are often inadequate.” 

In my experience—and I have a wide one—both those criticisms are often 
true—there are many outstanding examples to the contrary, but accountancy 
training and/or the kind of people drawn into accountancy either are or become 
rather bloodless. 

Anybody with force and humanness of character who gets a thorough training 
in accountancy and uses it as a background, goes a long way in a short time— 
I have watched the careers of accountants, both in professional practice and in 
industry, and those who have the ability to handle people as well as figures—and 
people includes their directors and general managers as well as their subordinates, 
sales managers and other departmental heads—those men are among the most 
valuable I have ever met in top organisation—Mr. Haigwood Masters in The 
Federal Accountant, June 25, 1948. 
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No waste motion! No waste time! No re- 
handling of figures from start to finish! 
This Burroughs Calculator is the only cal- 
culator that shows results of individual 
extensions and then remembers them to give 
automatic grand totals or net results. Find 
out how the Burroughs Calculator with 
exclusive “memory” dials saves 15% to 
40% in calculating time for thousands of 
concerns. Find out how it can speed and sim- 
plify your invoicing, payroll and other cal- 
culating work. Call Burroughs. Burroughs 
Adding Machine of Canada, Limited, 
Windsor, Ontario. 





HIGHER ACCOUNTING 
and ALLIED SUBJECTS 


taught 


The SHAW way—the SURE way 


Subjects Included In Our Coaching Courses 


Commercial Mathematics Secretarial Practice Office Management 
Commercial Correspondence Mercantile Law Partnership Act _ 
Bookkeeping and Accounting Bank Act Advanced Accounting 
Bills of Exchange Act Cost Accounting Auditing and 
Dominion Companies Act Income Tax Act Investigations _ 
Provincial Companies Act Bankruptcy Act Business Organization 
Dominion Winding Up Act Principles of Economics and Administration 


The student has all the time required The, student is. privileged to consult 
by him to complete the course and he _—our instructors in any of his personal 
has the privilege of consulting the nee problems, even though 
school after the course is finished. they may be outside the scope of his 
Once a Shaw student always a Shaw _—— course. 


student. 
Write to Dept. CA for Catalogue and any special 
information you desire. 


SHAW SCHOOLS 


Head Office: 1130 Bay Street, Toronto KI, 3165-6-7 me 


PREPARE NOW FOR YOUR EXAM. .. . 
Read the books that have helped hundreds of successful candidates. 


CLASSIFIED QUESTIONS & CONCISE ANSWERS 
AUDITING and THEORY 
By L. Marder, LL.B., C.P.A. 


JUST PUBLISHED—Limited Edition 

1800 QUESTIONS and ANSWERS 

cloth bound—492 pages 
1300 Questions with Answers 
cloth bound—438 pages 
500 Questions with Answers 
paper bound 
These books are designed for the final review, that period before the exam- 
ination when voluminous texts contribute little but worry and confusion. 
These are the type of questions that have been asked over and over again, 
and that have appeared on recent examinations. The answers are CLEAR, 
CONCISE, AUTHORITATIVE. 


Free Descriptive Circular 


CONCISE TEXT PRESS 
P.O. BOX 824, CHURCH ST. ANNEX, NEW YORK 8, N.Y. 
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DOMINION ASSOCIATION OF 
CHARTERED ACCOUNTANTS 


LIST OF AVAILABLE PUBLICATIONS 


The Canadian Chartered Accountant 
(Published Monthly) 
Official organ of The Dominion Association of Chartered Accountants 
$4.00 a year 


Brochures 
Accountants and the Law of Negligence 
Summerfield and Reynolds (1940) 72 pp. ............+... 1.00 
Audit Procedure for the Junior Audit Clerk 
ee ee | Oe eee ane ere ear sare 1.00 
Principles of Bookkeeping 
J. R. M. Wilson (February 1944) 21 pp. ...........es00. 25 


Examination Material 
Examination Papers: 


December 1945 Intermediate and Final ........... 2 

December 1946 Intermediate and Final ........... 25 

December 1947 Intermediate and Final ........... 25 
Examination Problems and Solutions: 

NS SY OE tos iss nis} cae ees Ga aeuesome 3D 

NO EE OD Bk Pea oo nis canes ss SRG eee 35 


Accounting and Auditing Research Bulletins 


No. 1 A Statement of Standards of Disclosure in Annual 
Financial Statements of Manufacturing and Mer- 
cantile Companies (available in French or 
ROPMTAIAD 55 snes vdinn'osc0 oe asawaswaasepaeah ens 10 


No. 2 A Statement of the Minimum Standards of Profes- 
sional Practice Which Should Apply in Respect of 
Prospectuses (available in French or English).... 10 


No. 3 The Accounting Treatment of Income Taxes In Some 
Special Circumstances oo... ios seek eeeeenye 10 


THE DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 


10 Adelaide Street East - - Toronto 1, Ontario 











